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WEDNESDAY, MARCH 24, 1954 


House or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
Washington, D. C. 
The committee met at 10 a. m., in the committee room of the House 
Committee on Interstate and Foreign Commerce, Hon. Charles A. 
Wolverton (the chairman) presiding. 
(H. R. 8356 and the reports thereon are as follows:) 


[H. R. 8356, 83d Cong... 2d sess.] 


A BILL To improve the public health by encouraging more extensive use of the voluntary 
prepayment method in the provision of personal health services 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is the purpose of this Act to encourage 
and stimulate private initiative in making good and comprehensive health services 
generally accessible on reasonable terms through adequate health service pre- 
payment plans, to the maximum number of people, (a) by providing technical 
advice and information, without charge, to health service prepayment plans and 
to the carriers or sponsors thereof; and (b) by making a form of reinsurance 
available for voluntary health service prepayment plans where such reinsurance 
is needed in order to stimulate the establishment and maintenance of adequate 
prepayment plans in areas, and with respect to services and classes of persons, 
for which they are needed. 

TITLE I—GENERAL 


DEFINITIONS 

Sec. 101, As used in this Act— 

(a) The term “beneficiary” means an individual (1) with respect to whom 
a carrier, pursuant to a health service prepayment plan, undertakes to pay in 
whole or in part for specified personal health services furnished to him by others, 
or (2) to whom, pursuant to such a plan, it undertakes to provide specified 
personal health services ; 

(b) The term “carrier” means a voluntary association, corporation, or partner- 
ship, other than an instrumentality wholly owned or controlled by a State or 
political subdivision thereof, which is organized under State law, and which 
is sponsoring, or is engaged in providing protection under insurance policies or 
subscriber contracts issued pursuant to, or is otherwise engaged in operating 
under, a health service prepayment plan ; 

(c) The term “Council” means the National Advisory Council on Health 
Service Prepayment Plans; 

(d) The term “fund” means the Health Service Prepayment Plan Reinsurance 
Fund established by section 307; the term “account” means an account within 
the fund, established by the Secretary pursuant to that section; 

(e) The term “health service prepayment plan” means a set of*specifications 
under which a carrier undertakes, through a class or classes of insurance policies 
or subscriber contracts (as defined by the Secretary) or both, to do any or a 
combination of the following in return for insurance premiums or prepaid 
subscription charges: 

(1) To reimburse specified beneficiaries or a class or classes of benefi- 
ciaries (or others with respect to such beneficiaries) in whole or in part for 
expenditures incurred by them for specified personal health services ; 
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HEALTH REINSURANCE LEGISLATION 
(2) To pay (directly or through another carrier or carriers) to providers 
of personal health services all or part of their costs or charges for speci- 
fied personal health services furnished to specified beneficiagies or a class 
or classes of beneficiaries: Provided, That if (A) such payments are to be 
made in accordance with a contract or arrangement between the carrier 
and the provider of such services (or between the carrier and another 
carrier through whom such paymetits are to be made) and (B) such con- 
tract or arrangement fixes the basis upon which the amount of such pay- 
ments shall be determined, such contract or arrangement shall be deemed 
to be an integral part of the plan; 

(3) To provide, wholly or partly through its own staff or facilities, 
specified personal health services to specified beneficiaries or a class or 
classes of beneficiaries ; 

(f) The term “personal health services” includes any services rendered to 
individuals by licensed health personnel, or, under the supervision of such per- 
sonnel by auxiliary personnel for the improvement or preservation of physical 
or mental health or for the diagnosis and treatment of disease or injury; the 
use by such licensed or auxiliary personnel of any and all apparatus or ma- 
chines designed to aid in the diagnosis or treatment of disease or injury; the 
provision of bed and board in general or special hospitals, convalescent homes, 
nursing homes, sanatoria, or other institutions licensed or designated as such 
by a State when care in such institutions is prescribed by such licensed per- 
sonnel; the provision of drugs and medicines, dressings and supplies, prostheses 
and appliances (including eyeglasses), when prescribed by such licensed per- 
sonnel; and ambulance service; 

(z) The term “Secretary”, except as otherwise specified, means the Secre- 
tary of Health, Education, and Welfare; and 

(h) The term “State” includes the District of Columbia, Alaska, Hawali, 
Puerto Rico, and possessions of the United States. 


NATIONAL ADVISORY COUNCIL AND OTHER COMMITTEES 


Sec. 102. (a) There is hereby established within the Department of Health, 
Education, and Welfare a National Advisory Council on Health Service Pre- 
payment Plans, which shall meet at the call of the Secretary but not less often 
than four times each year. The Council shall consist of twelve members ap- 
pointed by the Secretary without regard to the civil-service laws, who shall be 
familiar with the need for, or the availability of, personal health services, and 
not less than four of whom shall be experienced in the administration of health 
service prepayment plans. The Secretary shall, from time to time, designate 
one of such members to serve as Chairman of the Council. 

(b) The Council shall advise, consult with, and make recommendations to, 
the Secretary on matters of policy relating to the activities and functions of the 
Secretary under this Act. 

(c) The Secretary is authorized to utilize the services of any member or 
members of the Council, or of any member or members of a special advisory 
committee appointed by him, for advisory or consultative purposes in connection 
with matters related to the administration of this Act, for such periods, in 
addition to conference periods, as he may determine. 

(d) Appointed members of the Council and of other advisory and technical 
committees, while attending conferences or meetings of the Council or of their 
respective committees or subcommittees or while otherwise serving at the re- 
quest of the Secretary, shall be entitled to receive compensation at a rate to 
be fixed by the Secretary but not exceeding $50 per diem, including travel time, 
and while away from their homes or regular places of business they may be 
allowed travel expenses, including per diem in lieu of subsistence, as authorized 
by law (5 U. 8S. C. 73b-2) for persons in the Government service employed 
intermittently. 

CONSULTANTS 


Sec. 103. The Secretary is authorized, to the extent he deems it necessary and 
appropriate in order to carry out the provisions of this Act, to employ experts 
and consultants or organizations thereof, as authorized by section 15 of the Ad- 
ministrative Expenses Act of 1946 (5 U. S. C. 55a). Individuals so employed 
may be compensated at rates not in excess of $50 per diem, including travel 
time, and while away from their homes or regular places of business they may 
be allowed travel expenses, including per diem in lieu of subsistence, as author- 
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ized by law (5 U. 8S. C. 73b-2) for persons in the Government service employed 
intermittently. 
UTILIZATION OF OTHER AGENCIES 


Sec. 104, (a) In administering the provisions of this Act, the Secretary is au- 
: thorized to utilize the services and facilities of any agency of the Federal Gov- 
3 ernment and, without regard to section 3709, as amended, of the Revised Stat- 
utes, of any other public or nonprofit agency or institution, in accordance with 
agreements between the Secretary and the head thereof. Payment for such 
services and facilities shall be made in advance or by way of reimbursement 
as may be agreed upon by the Secretary and the head of the agency or institution 
: concerned. 
¥ (b) In administering the provisions of title III, the Secretary shall utilize to 
the optimum extent, in accordance with arrangements entered into pursuant to 
subsection (a) of this section, the services and facilities of State agencies en- 
: gaged pursuant to State law in supervising carriers of health service prepayment 
j plans with respect to such plans or with respect to policies or subscriber contracts 
: issued pursuant thereto. The Secretary shall, in particular, endeavor to make 
arrangements for utilization of the appropriate agency of the carrier’s home 
State in connection with determining compliance with the terms and conditions 
prescribed by the Secretary pursuant to section 308, and in determining, in 
accordance with criteria established by the Secretary, whether, as required by 
section 304, the carrier is financially sound and entitled to public confidence ; and 
such determinations pursuant to section 304 may be accepted by the Secretary 
as conclusive. As used in this subsection, the term “home State” means the 
State under the laws of which the carrier is organized or, if the carrier’s princi- 
pal place of business is in a different State, then either of such States as the 
Secretary may determine, except that in the case of a carrier not organized under 
the laws of any State, the term “home State’ means the State in which the 
carrier’s principal place of business in the United States is situated. 


adi eM 8 aN a 


VOLUNTARY AND UNCOMPENSATED SERVICES 


Sec. 105. In carrying out the provisions of this Act, the Secretary may, not- 
withstanding any other provision of law providing for payment for services, 
accept and utilize voluntary and uncompensated services of individuals, or of 
public or nonprofit agencies, institutions, or organizations. 


EXEMPTION FROM OONFLICT-OF-INTEREST STATUTES 


Sro. 106. (a) Any person appointed, employed, or utilized in an advisory or 
consultative capacity under section 102 or 103 of this Act is hereby exempted, 
with respect to such appointment, employment, or utilization, from the operation 
of sections 281, 283, 284, and 1914 of title 18 of the United States Code, except 

4 as otherwise specified in subsection (b) of this section. 

(b) (1) The exemption granted by subsection (a) of this section shall not ex 
tend to the following acts performed as an officer or employee of the United 
States by any person so appointed, employed, or utilized: (A) The negotiation or 
execution of, or (B) the making of any recommendation with respect to, or (C) 
the taking of any other action with respect to, any individual application or con- 
tract for reinsurance of a health service prepayment plan operated or sponsored 
> by the private employer of such person or by any corporation, joint stock com- 


aes. wy 


= 


0 pany, association, firm, partnership, or other business entity in the pecuniary 

:, profits or contracts of which such person has any direct or indirect interest. 

e@ (2) The exemption granted by subsection (a) of this section shall, during the 

d period of such appointment, employment, or utilization and the further period of 

d two years after the termination thereof, not extend to the prosecution or par- 
4 ticipation in the prosecution, by any person so appointed, employed, or utilized, 
of any claim against the Government involving any individual application or 

contract for reinsurance concerning which the appointee had any responsibility 

. during the period of such appointment, employment, or utilization. 

Ss 3 

i- REGULATIONS 

ad 

el Sec, 107. (a) The Secretary shall make such regulations as he may deem nec- 

Ly essary to carry out the purposes of this Act. 

r- (b) Except as may be specifically provided for in this Act, nothing in this Act 


Shall be construed to authorize the exercise of any supervisory or regulatory con- 
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trol over any carrier or over any hospital or other health facility or personnel 
furnishing personal health services covered by a participating health service pre- 
payment plan. 


TITLE II—STUDIES AND ADVISORY AND INFORMATIONAL SERVICES 


Sec. 201. The Secretary is authorized to conduct studies and collect informa- 
tion concerning the organizational, actuarial, operational, and other problems of 
health service prepayment plans and their carriers, make available through pub- 
lications and other appropriate means the information so collected and the results 
of such studies, and provide to carriers and sponsors of health service prepay- 
ment plans, on request and without charge, organizational and other technical 
advice and information, including information on morbidity and organizational 
methods. 

Sec. 202. There are hereby authorized to be appropriated for the purposes of 
this title such sums as may be necessary. 


TITLE III—REINSURANCE OF HEALTH SERVICE PREPAYMENT PLANS 
AUTHORITY TO BEINSURE 


Sec. 301. (a) If, in the judgment of the Secretary, reinsurance with respect to 
any kind or type of health service prepayment plan, upon terms and conditions 
and at premium rates comparable to those offered pursuant to this title, is needed 
to promote the purposes of this Act and is not available from private sources to an 
extent adequate to promote such purposes, the Secretary is authorized, subject 
to the provisions of this title and to such terms and conditions as may be pre- 
scribed under the authority of this title, to reinsure, on behalf of the United 
States, any carrier with respect to such a health service prepayment plan sub- 
mitted by it. 

(b) For the purpose of this title, the term “health service prepayment plan” 
shall not include so much of any plan, or of any risk insured pursuant to such 
plan, as is covered by reinsurance other than reinsurance granted pursuant to 
this title. 

APPLICATIONS FOR REINSURANCE 


Src. 802. (a) Any carrier desiring reinsurance under this title with respect to 
a health service prepayment plan shall file with the Secretary an application for 
such reinsurance. Such application shall be in such form and contain or be sup- 
ported by the information required pursuant to section 305 and such additional 
information as the Secretary may require, and shall contain or be accompanied 
by a full description of the plan, including specimen copies of the kinds of insur- 
ance policies or subscriber contracts covered by the plan, and including, in the 
case of a plan within the scope of the proviso to section 101 (e) (2), any appli- 
eable contract or arrangement between the applicant carrier an dthe provider 
or providers to whom payments for personal health services covered by the plan 
are to be made (or between the applicant carrier and another carrier through 
whom payments to such provider or providers are to be made), which contract 
or arrangement fixes the basis upon which such payments are to be made. 

(b) Such application shall, further, contain or be supported by an agreement 
by the applicant undertaking, in the event of approval of the plan for reinsurance, 
(1) to pay the premium charges for such reinsurance required under this title 
when due, (2) to comply at all times with applicable provisions of State law gov- 
erning the operations of the carrier with respect to the plan, (8) to make such 
reports concerning its operations under the plan, in such form, and containing 
such information related thereto as the Secretary may from time to time reason- 
ably require, and (4) to comply with the applicable provisions of the reinsurance 
contract. 

(c) Any carrier desiring a renewal of reinsurance under this title shall file 
with the Secretary an application for such renewal, which application shall, 
except as otherwise provided by or pursuant to regulation, contain or be sup- 
ported by such information, and such agreements and assurances as are required 
in the case of an initial application for reinsurance. 


TERMS AND CONDITIONS OF APPROVAL FOR REINSURANCE 


Sec. 8083. (a) The Secretary may prescribe such terms and conditions govern- 
ing the approval, for reinsurance, of health service prepayment plans under this 
title as he finds will best promote the purposes specified in section 1, including, 
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but not limited to, such reasonable requirements, provisions, or limitations as he 
may from time to time by regulation prescribe for all carriers or particular 
classes of such carriers, or for all or particular classes of health service prepay- 
ment plans or policies or subscriber contracts issued pursuant thereto, or both, 
with respect to— 


(1) the kinds and types of health service prepayment plans which will be 
eligible for reinsurance, taking in consideration the purposes declared in 
section 1, with special demphasis upon the objective of encouraging experi- 
mentation designed to extend or adapt the prepayment method to substantive 
problem areas or geographic areas for which that method is in any signiticant 
respect new, untried, or not yet fully effective or widely available on rea- 
sonable terms, such as (A) coverage of classes of individuals for which 
protection through such health service prepayment plans appears to be feasi- 
ble but is not adequate, or (B) the offering of protection in communities or 
areas in which such protection (in the respects in which it is offered) is not 
adequately available on a prepayment basis, or (C) a coverage of benefits 
or services which, either as to type, range, amount, or duration of such 
benefits or services, is not otherwise (generally or in a given area) widely 
available through such plans on an adequate basis; 

(2) minimum ranges of health conditions to be covered by the plan, mini- 
mum provisions as to the kind, quantity, and duration of health services to 
be covered or provided under the plan, and safeguards against undue exclu- 
sions of health services or health conditions from coverage or against any 
other undue exclusions or limitations; 

(3) deductible amounts and maximum liability amounts, if any, provided 
or to be provided for in the plan; 

(4) waiting periods as a condition of entitlement to health service 
benefits ; 

(5) plan provisions which require that a given portion of the cost of 
personal health services or of expenditures therefor, covered by the plan, 
be borne by the policy holder, subscriber, or beneficiary ; 

(6) plan provisions, in the case of plans within the scope of the proviso 
to section 101 (e) (2), as to costs or charges of providers of personal 
health services payable by the carrier, to the extent that, in the judgment 
of the Secretary, such regulations are necessary to protect the Fund against 
abuses or arbitrary cost increases during a reinsurance term ; 

(7) The duration, canceliability, and renewability of policies or sub- 
scriber contracts issued pursuant to the plan; and 

(8) other policy provisions bearing on the need for limiting reinsurance 
under this title to plans which will, promote the purposes of this Act. 

(b) Notwithstanding the provisions of subsection (a) or any other provision 
of this Act, the Secretary shall not exercise any control whatsoever over the 
carrier's premium or subscription charges under a health service prepayment 
plan, except that he shall not approve for reinsurance any such plan if in the 
Secretary’s judgment (1) the carrier’s premium or subscription charges there- 
under are such as to cause the plan to be financially unsound or are otherwise 
arbitrary or unreasonable, or (2) the allocation of such premium charges by 
the carrier pursuant to section 305 (c) as between risks to be reinsured and 
risks not to be reinsured is arbitrary or unreasonable. 

(c) No term, condition, requirement, provisions, or limitation, or amendment 
thereto, prescribed pursuant to subsection (a), shall, if initially effective less 
than ninety days prior to the date of approval of an application for initial 
reinsurance with respect to a plan, or less than ninety days prior to the date 
of approval of an application for renewal of such reinsurance, be applicable to 
such plan, without the carrier’s consent, during the term of such initial rein- 
surance or of such renewal, as the case may be, but the same shall be applicable 
to any subsequent renewal of such reinsurance. 

(d) The Secretary shali not approve for reinsurance any health service 
prepayment plan which contemplates that medical or dental care or treatment 
be furnished by the applicant for reinsurance through salaried physicians or 
dentists in the employ of such applicant unless the Secretary is satisfied that 
such applicant has an organizational structure which vests control over the 
manner in which medicine and dentistry are practiced, in connection with the 
health services concerned, solely in duly licensed members of the professions 
involved. 
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REINSURANCE CERTIFICATE 


Sec. 304. If the Secretary finds (a) that the applicant carrier is. operating 
and proposes to operate according to law; (b) that the carrier is financially 
sound and that financial policies and manner of operation or proposed operation 
entitle it to public confidence; (c) that the application, the health service 
prepayment plan submitted for reinsurance (or for renewal of reinsurance), 
the policies and contracts the carrier proposes to issue or has already issued 
under the plan, and the carrier’s proposed method of operations comply with 
the requirements of this title and with the terms, conditions, requirements, pro- 
visions, or limitations prescribed pursuant to this title; (d) that the plan is 
sound; (e) that the carrier has agreed to the premium rates for reinsurance 
fixed with respect to such plan pursuant to section 306 for the term of rein- 
surance covered by the application; and (f) that reinsurance of such plan 
pursuant to this title will promote the purposes of this title, the Secretary is 
authorized to approve the application for reinsurance (or for renewal of rein- 
surance) and, in the event of such approval, to issue to the carrier a certificate 
stating that, with respect to the health service prepayment plan described in 
the application, the carrier is reinsured to the extent provided in this title 
and in accordance with the tenor of, and for the period specified in, the certifi- 
cate: Provided, That, if the carrier has outstanding health service policies or 
contracts under the plan at the time of such approval, the certificate of reinsur- 
ance shall not be issued unless and until the initial premium for reinsurance 
as specified in section 306 has been paid. 


SCOPE AND EXTENT OF REINSURANCE OBLIGATION 


Sec. 305. (a) (1) The issuance of a certificate of reinsurance pursuant to 
this title shall give rise to a contract between the applicant carrier and the 
United States, whereby the United States is obligated, upon payment of all 
reinsurance premium charges required pursuant to this title and upon compli- 
ance by the carrier with the other applicable terms, conditions, and require- 
ments specified in or pursuant to this title, to pay to such carrier, for each year 
during the term of such reinsurance, from the fund (or from the appropriate 
account established under section 307), 75 per centum of the carrier’s reinsured 
costs incurred in such year under the plan covered by the certificate of 
reinsurance, 

(2) Except as otherwise provided in and pursuant to subsection (b) for 
certain plans and carriers, the carrier’s reinsured costs incurred under a rei- 
sured plan in a given year shall be that amount, if any, by which— 

(A) the carrier’s aggregate benefit costs, incurred during such year 
under its health service prepayment policies or subscriber contracts issued 
under and in conformity with the reinsured plan, exceed 

(B) (i) the carrier's aggregate premium income earned under the re- 
insured plan in such year, as reduced by (ii) the amount of the applicable 
administrative-expense allowance. 

‘The administrative-expense allowance applicable to a given year with respect to 
a reinsured plan shall be dtermined by multiplying the carrier’s aggregate prem- 
ium income earned during such year under the reinsured plan by the applicable 
administrative-expense-allowance factor predetermined for such plan under 
paragraph (3) of this subsection. 

(3) (A) The “administrative-expense-allowance factor” applicable to a given 
carrier and health service prepayment plan with respect to a given initial or 
renewal term of reinsurance shall be seven-eighths of that ratio, approved by 
the Secretary, which the carrier, as a part of its application for initial rein- 
surance or renewal of reinsurance of such plan, as the case may be, estimates to 
be the ratio which its annual administrative expenses, to be incurred in con- 
nection with the plan, will bear to its annual premium income to be earned under 
the plan: Provided, That, when so required by the Secretary in order to prevent 
distortion, such ratio shall be an average ratio estimated with respect to such 
period of years, not in excess of three, as may be specified in regulations. 

(B) The Secretary shall approve the carrier's estimate of the ratio of its 
annual incurred administrative expenses to its annual earned premium income, 
submitted under subparagraph (A) of this paragraph, unless in the Secretary's 
Judgment the carrier's estimate or the method by which such estimate was made 
is not a reasonable or bona fide one, in which event the Secretary shall not 
give such approval and shall not issue or renew such reinsurance, but such ap- 
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proval may be given if the carrier furnishes an amended estimate which in 
the judgment of the Secretary is not subject to such objection. 

(b) In the case of any health service prepayment plan which is »perated, ex- 
clusively or to a substantial extent, either (1) on the basis of personal health 
services to be furnished by the carrier directly through its own staff or in- 
directly through the staff of an affiliate of the carrier, vr (2) on the basis of pay- 
ments to be made by the carrier to a provider of personal health services which 
is an affiliate of the carrier, the provisions of paragraphs (2) and (3) of 
subsection (a) shall not apply, but the Secretary shall by regulation prescribe 
for such plans (which otherwise meet the requirements of this title) the scope 
and extent of the reinsurance obligation which shall apply to them, with a 
view to making available for such plans reinsurance which, with due regard to 
the inherent differences between them and other types, will in the Secretary's 
judgment achieve for such plans reinsurance protection reasonably comparable 
in scope and extent to that provided for plans fully subject to subsection (a). 

(c) If a plan covered by an application for reinsurance includes, in policies 
or subscriber contracts issued or to be issued under the plan, benefits of a type 
not specified in section 101 (e), reinsurance granted under this title and the 
provisions of this section for determining the scope and extent of the reinsurance 
obligation shall not be deemed to extend to so much of such plan (or of the bene- 
fit or other costs or expenses incurred or premium income earned in connection 
with such plan) as relates to such benefits and the plan shall specify how much 
of the subscription charge or premium charged or chargeable by the carrier under 
such policy or subscriber contract shall be attributable to such extraneuos bene- 
fits and how much to benefits within the purview of this title, and only the latter 
shall be regarded as premiums or subscription charges for the purposes of this 
title. 

(d) In the event that a reinsured carrier's liability with respect to risks 
insured or underwritten by it under a reinsured health service prepayment plan 
is reduced or extinguished by reason of the operation of, or proceedings under, 
a Federal or State bankruptcy or insolvency law, payments of reinsurance 
pursuant to this title shall nevertheless be applied by the carrier or by the 
officer acting for it to the satisfaction of the obligations otherwise arising 
under the plan, to the exclusion of other creditors. 

(e) (1) If so specified by regulation with respect to all or a class of carriers 
or plans, when a single carrier has more than one health service prepayment 
plan reinsured under this title for the same reinsurance teri, the experience 
under any two or more such plans of such carrier with respect to the same year 
shall be combined for the purposes of this section and a determination made as 
to the amount, if any, of a combined net reinsurance payment owing under this 
title. 

(2) (A) The duration of an initial or renewal term of reinsurance of a plan 
pursuant to this title shall be for such period (hereinafter referred to as the 
“regular reinsurance period”) as may be specied in the certificate of reinsurance 
pursuant to regulations, but, if so specified by or pursuant to regulation, such 
initial or renewal term of reinsurance shall, with respect to each policy or 
subscriber contract issued or renewed under the plan during the regular rein- 
surance period and running beyond such regular reinsurance period, be deemed 
to continue for such further period (hereinafter referred to as the “extended 
reinsurance period” for such policy or subscriber contract) as may be specified 
by or pursuant to such regulations. 

(B) If an extended reinsurance period or periods are specified as authorized 
by subparagraph (A) of this paragraph, the Secretary may further, by or pursu- 
ant to regulation, incorporate in the reinsurance contract a provision for com- 
bining the carrier’s experience under the reinsured plan during the regular 
reinsurance period with its experience under such plan during the extended 
reinsurance period or periods, and for determining upon expiration of the last 
of such extended periods, on the basis of such combined experience in lieu of the 
unnual basis specified in subsection (a), the amount of the reinsurance obliga- 
tion, if any, owing to the carrier. 

(C) In the event of a renewal of reinsurance of a plan after an initial term of 
reinsurance or after a prior renewal term of reinsurance, the Secretary is author- 
ized to specify as a part of the reinsurance contract, by or pursuant to regulation, 
that policies or subscriber contracts issued or renewed under the plan during, 
but running beyond, tle regular reinsurance period of any such prior reinsurance 
term shall, to the extent provided in or pursuant to such regulation, be treated for 
reinsurance purposes as if issued or renewed during such subsequent renewal 
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term of reinsurance, in lieu of the application of an extended reinsurance period 
or periods to such prior reinsurance term with respect to such policies or sub- 
seriber contracts. 

(f) No substantive regulation, or amendment thereto, prescribed under this 
section shall, if initially effective less than ninety days prior to the date of 
approval of an application for initial reinsurance with respect to a plan, or less 
than ninety days prior to the date of approval of an application for renewal of 
such reinsurance, be applicable to such plan during the term (including any 
extended period of such term pursuant to subsection (e) (2) of this section) of 
such initial reinsurance or of such renewal, as the case may be, if less favorable 
to the carrier than the regulations theretofore in effect, but such regulation or 
amendment shall be applicable to any subsequent renewal of such reinsurance. 

(g) A contract of reinsurance under this title shall not give rise to any liability 
of the United States beyond the funds which from time to time shall stand to 
the credit of the fund, except that, if the authority to establish accounts within 
the fund is exercised pursuant to section 307, such liability shall be limited to 
the appropriate reinsurance account within the fund in accordance with the 
provisions of that section. 

(h) For the purposes of this section— 

(1) The term “administrative expenses” includes all expenditures and charges 
incurred by a carrier in connection with a health service prepayment plan, except 
(A) benefit costs, (B) amounts set aside for reserves or contingencies, and (C) 
dividends, refunds, or distribution of profits, and such administrative expenses 
may be more particularly defined by the Secretary ; 

(2) The term “affiliate”, in reference to a carrier, means any person, partner- 
ship, or juristic or business entity which directly or indirectly, by legally enforce- 
able means or otherwise, owns or controls, or is owned or controlled by, the 
carrier, or which, together with the carrier, is directly or indirectly, by legally 
enforceable means or otherwise, owned or controlled by the same interests as 
ihe carrier ; 

(3) The terms “annual” and “year” refer to a calendar year or, alternatively, 
such continuous period of 12 months as may be provided by regulation ; 

(4) The term “benefit costs” means, with respect to a health service prepay- 
ment plan, payments incurred by the sponsoring carrier, either directly to pro- 
viders as payment for personal health services furnished by them to beneficiaries 
under the plan or to others as indemnification or reimbursement with respect to 
expenditures incurred by them for such services and indemnifiable or reimburs- 
able under the plan; 

(5) The term “premium income” means the sum of (i) gross premiums or 
subscription charges earned and (ii) policy fees earned under or with respect to 
policies or subscriber contracts issued under a health service prepayment plan, 
without regard to dividends declared and without regard to experience rating 
refunds ; and 

(6) The terms “incurred” and “earned”, in reference to expenditures or income 
related to an accounting period, mean “allocable to” such period in accordance 
with generally recognized insurance accounting principles, whether or not paid 
or received during such period, and without regard to reduction or extinguish- 
ment of liability by reason of the operation of, or proceedings under, Federal or 
State laws pertaining to bankruptcy or insolvency. 


PREMIUM CHARGES FOR BEINSURANCE 


Sec. 306. (a) The Secretray shall, pursuant to regulations, require the payment 
of premium charges for reinsurance under this title. Such charges shall, by or 
pursuant to regulation, be fixed, in accordance with actuarial principles, as a 
percentage of the carrier’s premium income (as defined in section 305) under the 
reinsured plan or on such other equitable basis as may be specified by regulation, 
and may be so fixed at different rates for the different carriers and for the differ- 
ent health service prepayment plans to be reinsured as to reflect the respective 
hazards. In the fixing of premium rates, regard shall be had to the objective of, 
on the one hand, making the reinsurance program self-sustaining over a reason- 
able terin and, on the other hand, stimulating and encouraging plans which will 
promote the purposes and objectives declared in section 1 and section 308 (a) (1). 

(b) The applicable premium rate in effect on the initial effective date of a 
certificate of reinsurance issued to a carrier, or on the effective date of renewal 
of the reinsurance term specified therein, shall remain applicable to the reinsured 
plan during such initial term or renewal term, respectively, including any 
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extended period of such term pursuant to section 805 (e) (2), except that 
(1) the Secretary may, if premium rates have been reduced for future reinsur- 
ance of comparable risks, and if the condition of the fund or of the account 
subject to the risk permits, reduce accordingly the reinsurance premiums payable 
with respect to the plan by such carrier for subsequent installments, and 
(2) if the carrier desires to amend its reinsured plan during the current 
reinsurance term, the Secretary may, if in his Judgment such amendment would 
affect the reinsurance hazard, condition his consent to such amendment on the 
carrier’s agreement to a change in the reinsurance premium rate. 

(c) Premiums for reinsurance shall be payable at such times, for such periods, 
and in such manner as the Secretary shall by regulation prescribe. 

(ad) All premiums received for reinsurance under this title shall be covered 
into the fund and, if reinsurance accounts are established in the fund pursuant 
to section 307, shall be credited to the appropriate account. 


REINSURANCE FUND 


Sec. 307. (a) There is hereby created in the Treasury of the United States a 
Health Service Prepayment Plan Reinsurance Fund which shall be used by the 
Secretary to carry out the provisions of this title. 

(b) There shall be paid into the fund, and the fund shall consist of, all rein- 
surance premiums received under this title, capital advances made to the fund 
pursuant to section 308, investments of moneys in the fund and the return from 
such investments, and any other moneys or assets derived by the Secretary from 
operations arising out of the reinsurance provisions of this title. Subject to 
the provisions of subsection (c), all moneys in the fund shall, upon requisition 
by the Secretary, be available, without fiscal-year limitation, (1) for making 
reinsurance payments pursuant to this title, (2) for repayment of advances 
made to the fund pursuant to section 308, (3) for payments of interest pursuant 
to section 308, and (4) for any fiscal year beginning after June 30, 1959, for 
defraying the expenses of administration incurred by the Secretary in connection 
with the reinsurance provisions of this Act. 

(c) The Secretary is authorized in bis discretion, if he finds that the purposes 
of this title will thereby be promoted, to establish within the fund, by or pursuant 
to regulation, one or more special reinsurance accounts and, in that event, to 
allocate to such accounts plans thereafter reinsured or for which reinsurance 
is thereafter renewed, and, with the consent of the sponsoring carrier with 
respect to a reinsurance term then current, plans theretofore reinsured. If 
such a special account or accounts are established, any plan not so allocated 
to a special account shall be allocated to a general reinsurance account to be 
established by the Secretary within the fund, and any liability of the United 
States arising with respect to a reinsured plan shall be limited to the general 
or speeial account to which such plan has been allocated. Each such special 
account and the general account shall be credited with the reinsurance premiunis 
paid with respect to plans allocated to such account, its share of the earnings 
of the fund, advances of capital made to such account pursuant to section 308, 
and any other income of the fund attributable to such account, and shall be 
charged with all payments of reinsurance under this title with respect to plans 
allocated to such account, repayments of advances requisitioned for the use 
of such account pursuant to section 308, interest payable pursuant to section 
308, and its share of administrative expenses for any fiscal year beginning after 
June 30, 1959, as provided in subsection (e). 

(d) (1) The Secretary may authorize the Secretary of the Treasury to invest 
and reinvest such portions of the fund as the Secretary may determine to be 
in excess of current needs in any interest-bearing securities of the United States 
or in any securities guaranteed as to principal and interest by the United States, 
and the income theretrom shall constitute a part of the fund. 

(2) Notwithstanding the establishment of accounts pursuant to subsection (c), 
the fund shall be invested as a single fund but each reinsurance account shal! 
be credited quarterly on March 31, June 30, September 30, and Decemper 31 
of each year, on the basis of the average daily balance of such account, with 
a proportionate part of the earnings of the fund for the quarter ending on 
such date. 

(e) if accounts are established pursuant to subsection (¢), there shall likewise 
be established within the fund, on July 1, 1959, an administrative expense 
account, and moneys required ior the expenses of administration of this title 
shall for each fiscal year, from time to time, be transferred by the Secretary 
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from the several reinsurance accounts to the administrative expense account 
in such proportions as the Secretary finds to be equitable. Moneys remaining 
unobligated in the administrative expense account at the close of the fiscal year 
may be retransferred to the respective reinsurance accounts in such proportions 
as the Secretary finds to be equitable. 


ADVANCES TO THE FUND 


Sec. 308. (a) There is authorized to be appropriated to a capital-advance 
account to be established without fiscal-year limitation in the Treasury for 
this purpose, $25,000,000. From any balance in such account there shall from 
time to time be transferred to the fund (or to any account within the fund), 
as advances of capital, such amounts as the Secretary determines are required 
for the purposes of the fund (or of such account within the fund). 

(b) Until all advances to the fund (or to an account within the fund) made 
pursuant to subsection (a) have been repaid through credits as provided in 
this subsection, the Secretary shall, at least annually, determine any balance 
in the fund (or in such account) in excess of an- amount determined by the 
Secretary to be necessary for the requirements of the fund (or of such account), 
and such balance shall be transferred to the capital-advance account and the 
amount thereof shall be credited against such advances:and shall again be 
available for advances pursuant to subsection (a). 

(c) At the close of each fiscal year, the Secretary shall pay into the Treasury 
from the fund (or from the appropriate account within the fund), as miscel- 
laneous receipts, interest on the amount of amy advances made to the fund (or 
to an account within the fund) pursuant to subsection (a) which has not been 
repaid as provided in subsection (b). The Secretary of the Treasury shall 
determine the applicable interest rate annually in advance, such rate to be 
calculated to reimburse the Treasury for its costs in connection with such un- 
repaid advances, taking into consideration the current average interest rate 
on outstanding marketable long-term obligations of the United States. 


PAYMENT OF REINSURANCE CLAIMS 


Sec. 309. (a) Any carrier claiming to be entitled to a reinsurance payment 
pursuant to the provisions of this title and according to the tenor of the reinsur- 
ance certificate shall furnish such proof of claim, upon such form, and within 
such period of time after the accrual of the claim as the Secretary may by 
regulation require. No judicial action on such claim shall be brought until such 
claim has been administratively denied by the Secretary, and the running of 
the period for the commencement of such judicial action against the United 
States specified in section 2401 of title 28, United States Code, shall, if such 
claim be filed within such period in accordance with this section, be suspended 
from the date of filing until the claim has been administratively denied by the 
Secretary and for sixty days thereafter: Provided, That such claim shall be 
deemed to have been administratively denied if not acted upon within six 
months after the date of such filing, unless the Secretary for good cause shown 
has otherwise agreed with the claimant. 

(b) Any claim for a reinsurance payment which is not paid within six months 
after proof of claim, as required by regulation, has been filed shall, except as 
to any amount which is tendered by the Secretary as admittedly owing or as a 
settlement of a disputed claim, bear interest at 4 per centum per annum until 
paid. 

(c) (1) Any claim for a reinsurance payment under this title which the 
Secretary finds to be due and payable, and any judgment of a court of competent 
jurisdiction based upon a claim for a reinsurance payment under this title, 
which judgment has become final and conclusive, shall be paid by the Secretary 
from any unobligated moneys in the fund or in the appropriate account charge- 
able therewith, 

(2) Whenever, for the purpose of a proof of claim filed pursuant to this 
section, the carrier’s reinsurance claim for a given period is computed in whole 
or in part on the basis of an estimate of the carrier’s benefit costs (as defined 
in section 305) incurred in such period but not yet due and payable or paid by 
the carrier, the Secretary shall not make final payment with respect to so 
much of such part as is based on such estimate, but in such cases the Secretary 
is authorized, in accordance with regulations, to approve tentatively, and to 
make a tentative payment on the basis of, so much of such estimate as the 
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Secretary finds is reasonable and conservative, subject to adjustment in favor 
of or against the carrier when it is finally determined that such estimated costs 
either have become due and payable by the carrier or have not in fact been 
incurred, and the carrier shall be obligated, in the event of any such adjustment 
against the carrier, to repay to the Secretary, for the fund, the excess of the 
amount tentatively paid to the carrier over the amount finally found to have 
been payable to the carrier as reinsurance. 

(3) In cases in which the carrier’s experience under the plan during the 
regular and extended periods of a reinsurance term is to be combined pursuant 
to paragraph (2) (B) of section 305 (e), the reinsurance contract may, if 
deemed appropriate by the Secretary, provide, pursuant to regulation, for 
making annually during the combined period a tentative determination on the 
basis of the elapsed portion of the combined experience and for making annual 
tentative adjustments on the basis of such determinations either in favor of 
the carrier or by refund to the Secretary (for payment into the fund), as the 
case may be, with a final adjustment and payment to or by the carrier after 
expiration of the whole of such continued period. Nothing in this paragraph 
shall be construed to limit the authority of the Secretary to proceed pursuant 
to paragraph (2) of this subsection upon the expiration of such combined 
period. 

(d) (1) For the purposes of this section, the question whether benefit costs 
have become due and payable shall be determined without regard to any 
extinguishment or reduction of liability of the carrier, under policies or sub- 
seriber contracts issued pursuant to the reinsured health service prepayment 
plan, by reason of the operation of, or proceedings under, Federal or State 
laws pertaining to bankruptcy or insolvency. 

(2) Reinsurance payments made under this title shall not be subject to 
distribution or application under any Federal or State law pertaining to bank- 
ruptey or insolvency, except in satisfaction of claims for services or money 
payments arising under policies or subscriber contracts issued pursuant to the 
reinsured health service prepayment plan with respect to which such reinsurance 
was paid. 

INVOLUNTARY TERMINATION OF REINSURANCE 


Seo. 310, Upon any ground specified in regulations in effect not less than 
ninety days prior to the commencement of any initial or renewal term of rein- 
surance, the Secretary may, prior to the normal expiration of such term, termi- 
nate the reinsured status of a health service prepayment plan with respect 
to policies or subscriber contracts issued pursuant to such plan after a future 
date specified by the Secretary in the notice of termination. 


ACTIONS BY POLICYHOLDERS OR SUBSCRIBERS 


Sec. 311. No policyholder or subscriber under a policy or contract issued pur- 
suant to a reinsured health service prepayment plan shall, by virtue of the 
reinsured status of such plan, be deemed to have any cause of action against 
the United States or the Secretary or any claim against the fund, but all such 
persons must look solely to the carrier. 


APPROPRIATIONS 


Seo. 312. For a transitional period of five fiscal years beginning July 1, 1954, 
there are authorized to be appropriated from the general fund of the Treasury 
such sums as may be necessary to defray the expenses of administration of this 
title. 

TITLE IV—MISCELLANEOUS 


LEGAL POWERS AND RESPONSIBILITIES 


Sec. 401. (a) With respect to matters arising by reason of title III, or such 
title as it may hereafter be amended, the Secretary shall, in addition to other 
powers conferred by this Act, have power— 

(1) to enforce, pay, or compromise, any claim on, or arising because of, 
operations under such title; and 

(2) to enforce, pay, compromise, waive, or release any right, title, claim. 
lien, or demand, however acquired under such title. 

(b) The Secretary is authorized, on request or on his own motion, to hold 
such hearings and to conduct such investigations and other proceedings as he 
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may deem necessary or proper for the administration of this Act and, in tbe 
course of any such hearing, investigation, or other proceeding, may administer 
oaths and affirmations, examine witnesses, and receive evidence, whether or 
not such evidence is admissible under rules of evidence applicable te court 
procedure. 

(c) The Secretary is authorized to determine the character and necessity 
of expenditures from the fund and the manner in which such expenditures are 
incurred, allowed, and paid, subject to provisions of law specifically applicable 
to wholly owned Government corporations. 

(d) In any action or claim against the United States arising under this title. 
the district courts of the United States shall have jurisdiction, without regard 
to the amounts involved, as in suits against the United States under section 
1346 (a) (2) of title 28, United States Code, and in accordance with the 
procedures applicable to such suits. 


ACCOUNTING AND AUDITS 


Sec. 402. The Secretary shall, with respect to the financial operations arising 
by reason of title III— 

(a) prepare annually and submit a budget program as provided for wholly 
owned Government corporations by the Government Corporation Control 
Act ; and 

(b) maintain an integral set of accounts, which shall be audited annually 
by the General Accounting Office in accordance with principles and pro- 
cedures applicable to commercial corporate transactions, as provided by 
section 105 of the Government Corporation Control] Act. 


ANNUAL REPORTS 


Sec. 403. The Secretary shall include in the annual report for the Department 
of Health, Education, and Welfare a complete statement with respect to opera- 
tions under this Act and with respect to the status of the fund. 


CRIMINAL PROVISIONS AND INJUNCTIONS 


Sec. 404. (a) The Congress hereby finds and declares that any representation 
to members of the public, made in connection with the promotion of the busi- 
ness of a carrier or broker, or as a part of any policy or subscriber contract 
issued under a health service prepayment plan, that such plan or policies or 
subscriber contracts are reinsured under this Act or that such reinsurance has 
been applied for, even if such representation is in accordance with fact, would 
tend to mislead potential policyholders or subscribers into believing that such 
reinsurance is a guaranty of the standing and solvency of the carrier and of its 
faithful compliance with the policy or subscriber contract or that such policy 
or subscriber contract is superior to those issued under plans not so reinsured, 
and thereby to cause unfair competition with carriers which make no such 
representation or whose plans are not reinsured under this Act. The Congress, 
therefore, finds and declares that, in order to protect the public interest, safe- 
guard the integrity of the purposes of this Act, and prevent the use of such 
representations for improper purposes, it is necessary to prohibit such repre- 
sentations except as authorized by and in conformity with regulations prescribed 
pursuant to this section. 

(b) (1) The Secretary shall by regulation prescribe the substance, forms, 
manner of display, manner of making, and manner of use of any sign, advertise- 
ment, or other representation, if any, which shall be authorized concerning 
reinsurance granted or applied for under this title. 

(2) Any carrier or broker, and any person acting or purporting to act for or 
on behalf of a carrier or broker, who, in or as a part of any policy or subscriber 
eontract issued or offered by such carrier, or in connection with the promotion 
of such carrier’s or broker’s business, represents by any means or device what- 
ever, except as specifically authorized by regulations prescribed pursuant to 
paragraph (1) of this subsection, that such carrier, or any of its subscriber 
policies or contracts, or the carrier’s health service prepayment plan or plans 
under which such contracts or policies are issued or offered by it, are reinsured 
under this Act or that application for such reinsurance has been made, shall, 
for each such offense, be punished as follows: A corporation, partnership, asso- 
ciation, or other business entity, by a fine of not more than $1,000: an officer or 
member thereof participating or knowingly acquiescing in such violation or any 
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individual violating this subsection by a fine of not more than $1,000 or im- 
prisonment for not more than one year, or both. 

(c) A violation of subsection (b) of this section may be enjoined at the 
suit of the United States Attorney, upon complaint by the Secretary or any 
person duly authorized by the Secretary. 

(d) Section 709 of title 18 of the United States Code (relating to false ad- 
vertising and misuse of names to indicate Federal agency) is amended by insert- 
ing after the third paragraph thereof the following new paragraph: 

“Whoever falsely advertises or otherwise falsely represents by any means or 
device whatsoever, expressly or impliedly, that any insurance policies, subscriber 
contracts, or undertakings for the furnishing of, or payment for, personal health 
services, or the health service prepayment plan or plans under which such 
policies, contracts, or undertakings, are issued, offered, or assumed, are reinsured 
under the Health Service Prepayment Plan Reinsurance Act or that application 
for such reinsurance has been made; or”. 


APPOINTMENTS ABOVE GRADE GS-15 


Sec. 405. The Secretary, to the extent he deems it necessary and appropriate 
in order to carry out the provisions of this Act, is authorized to place not to 
exceed ten positions in grades above GS-15 without regard to the numerical 
limitations contained in section 505 of the Classification Act of 1949, as amended, 
but otherwise subject to the requirements of such section. 


EFFECTIVE DATE 


Sec. 406. This Act shall become effective on July 1, 1954, but nothing in this 
Act shall require the Secretary to receive or consider applications under title 
III before such date as the Secretary may determine. 


SHORT TITLE 


Sec. 407. This Act may be cited as the “Health Service Prepayment Plan 
Reinsurance Act”, 


DEPARTMENT OF HEATH, EpvucatTion, AND WELFARE, 
Washington, March 24, 1954. 
Hon. CHaries A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 


Dear Mr. CHarrMAN: This is in response to your request of March 15, 1954, for 
a report on H. R. 8356, a bill to improve the public health by encouraging more 
extensive use of the voluntary prepayment method in the provision of personal 
health service, 

The bill would make available to the carriers of voluntary health insurance 
two forms of assistance, each separately financed: (1) Technical advisory, and 
informational services, without charge, to health service prepayment plans; and 
(2) reinsurance for health service prepayment plans for both commercial and 
nonprofit plans, Both programs would be administered by the Department of 
Health, Education, and Welfare. The bill would provide for a 12-member 
National Advisory Council on Health Service Prepayment Plans to advise, con- 
sult with and make policy recommendations to the Secretary. It also calls for 
optimum utilization of State insurance departments and other appropriate 
agencies. 

Title If would authorize a program of studies and advisory and informational 
services on organizational, actuarial, and other problems of prepayment plans. 
The study results and other material would be made generally available through 
publication and other appropriate means, On request by carriers and sponsors 
of prepayment plans, technical advice’ and information, including information 
on morbidity and on organizational methods, could be furnished to them. The 
actuarial data collected would also provide a firmer base for the determination 
of premium rates for the various risks and kinds of prepayment plans. 

Title III would establish a health service prepayment plan reinsurance fund, 
designed to be self-sustaining. The fund would be built up of reinsurance pre- 
miums and of earnings from investment of the fund. To provide a line of credit 
for working capital to the fund, the bill would authorize a $25 million appropria- 
tion to a capital-advance account to be established in the Treasury. From this 


46789—54——-2 





14 HEALTH REINSURANCE LEGISLATION 


account advances would be made to the fund when and as needed, and such 
advances would be repaid as the condition of the fund permitted but would re- 
main available for future avances if needed, Interest would be payable to the 
Treasury on such advances until repayment. 

Any responsible, financially sound carrier operating in accordance with State 
law could apply for reinsurance of its plan. Prepayment plans would be ac- 
cepted for reinsurance, and premium charges would be fixed, on an individual 
basis in accordance with criteria established by regulation. The conditions and 
terms of reinsurance would be fixed with the objective of encouraging experimen- 
tation with new types of policies, and extended benefits and coverage where 
they are needed. Reinsurance for any type or kind of prepayment plan could be 
provided only if in the Secretary’s judgment reinsurance from private sources 
was not available on comparable terms and at comparable premium rates, to an 
extent adequate to promote the purposes of the act. Applying the principle of 
coinsurance, the fund's liability would be limited to 75 percent of a carrier’s 
losses on a reinsured plan, after making a reasonable allowance for administra- 
tive costs according to a statutory formula. Federal liabilities arising under the 
reinsurance contracts would be limited to and paid from the fund. Appropria- 
tions for administrative costs from the general funds of the Treasury would be 
authorized for a transitional 5-year period. 

Criminal penalties would be imposed for falsely advertising or representing 
that a carrier is reinsured, and also, regardless of its truth or falsity, if the rep- 
resentation is not authorized by or fails to conform to regulations prescribed by 
the Secretary. 

A more detailed analysis of the major features of the bill, introduced in con- 
nection with the companion bill in the Senate (S. 3114), appears in the Congres- 
sional Record for March 11, at page 2877. 

This bill, if enacted, would carry out the recommendations of the President 
made in his state of the Union address on January 7, 1954, and repeated in his 
special message on health of January 18, 1954, for the establishment of a limited 
self-sustaining Federal reinsurance service to encourage private and nonprofit 
health insurance organizations to offer broader health protection to more families 
by reinsuring the special additional risks involved in such broader protection. 

For the reasons set forth in the President’s message of January 18, this Depart- 
ment endorses H. R. 8356 and recommends its enactment by the Congress. Inas- 
much as representatives of this Department have been invited to testify on this 
proposal before your committee on March 24, we will defer detailed comment on 
it until that time. 

We are advised by the Bureau of the Budget that enactment of this bill would 
be in accord with the program of the President. 

Sincerely yours, 
Overa CuLp Hossy, Secretary. 


FEDERAL TRADE COMMISSION, 
Washington, March 24, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington 25, D. C. 

My Dear Mr, CHarkMAN: This is in response to the request contained in your 
letter of March 15, 1954, inviting the Commission’s comments concerning H. R. 
8356, 88d Congress, 2d session, a bill to improve the public health by encouraging 
more extensive use of the voluntary prepayment method in the provision of per- 
sonal health services. 

The jurisdiction of the Federal Trade Commission in insurance matters is 
limited by Public Law 15 (79th Cong., Ist sess., 38 Stat. 717; 15 U. 8. C. A., 
sec. 45), to the enforcement of the Clayton Act and the Federal Trade Commis- 
sjon Act to the extent that such business is not regulated by State law. In this 
connection section 304 provides that the Secretary shall, prior to issuance of a 
reinsurance certificate, find that the applicant, among other things, “is operating 
and proposes to operate according to law” and the “manner of operation or pro- 
posed operation entitle it to public confidence.” Such findings may affect the 
ability of this agency to carry out its enforcement duties under the acts men- 
tioned. (See, for example, James 8. Kirk & Co. et al. y. Federal Trade Commis- 
sion, 59 F. (2d) 179, cert. denied 287 U. S. 663.) The same may be true as to 
other agencies having law-enforcement duties in this field. This suggests the de- 
sirability of amending section 304, by proviso or otherwise, in a manner which 
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would prevent the required findings from providing a defense in a law en- 
forcement proceeding. With respect to the basic provisions of the proposed legis- 
lation, however, the Commission does not have information which would afford a 
basis for useful comment. 

The Commission is now conducting an investigation of the advertising prac- 
tices engaged in by accident and health insurers throughout the United States in 
the promotion and sale of disability coverage, which coverage embraces health 
service prepayment plans. This is for the purpose of determining whether or not 
the statements appearing in advertising material are, in fact, misrepresentative 
of the actual benefits payable thereunder and thus a violation of section 5 of 
the Federal Trade Commission Act, as amended. In connection with this investi- 
gation the Commission has received hundreds of complaints from the public con- 
erning the inadequacy of the prepayment plans with respect to the payment of 
sickness expenses incurred by policyholders, which fact strongly indicates, from 
the viewpoint of public interest, the necessity of encouraging and stimulating 
“private initiative in making good and comprehensive health services generally 
accessible on reasonable terms, through health service prepayment plans to the 
maximum number of people.” 

It is believed that the enactment of legislation that would accomplish this 
purpose would assist in dispelling the confusion now existing as to the various 
factors of coverage inadequacy, such as cancellability, nonrenewability, pre- 
existing conditions, payments based on aggregate clauses, and termination based 
on the payment of any one benefit. 

By direction of the Commission, 

Sincerely yours, 


SpWARD IF’, Howrey, Chairman 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., March 24, 1954 
Hon. CHARLES A. WOLVERTON, 

Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 

Dear Mr. Wotverron: This is in reply to your request of March 15, 1954, for 
a report on H. R. 8356, a bill to improve the public health by encouraging more 
extensive use of the voluntary prepayment method in the provision of personal 
health services, 

We believe such legislation would contribute to the improvement of the 
health of rural families by encouraging participation in prepayment plans. 
The fact that the income of farmers is subject to more year-to-year variation 
than that of most wage and salary workers makes it especially desirable to en- 
courage the participation of farm people in voluntary health insurance plans. 

The bill does not provide any direct subsidy to the operation of private vol- 
untary prepayment plans for health service. It does seek to broaden their use 
through provision of free technical advisory and informational services to health 
service prepayment plans and through Federal Government reinsurance for plans 
operated by commercial or nonprofit carriers. To the extent that these measures 
achieve their objective, the broadening of the coverage of prepayment plans 
would be especially beneficial to rural people in areas of low income. 

The Department of Agriculture therefore favors the enactment of such legis- 
lation. 

The Bureau of the Budget advises that the enactment of this proposed legis- 
lation would be in accord with the program of the President. 

Sincerely yours, 


True D. Morse, Acting Secretary. 


DepaRTMENT OF LABOR, 

OFFICE OF THE SECRETARY, 

Washington, March 24, 1954. 
Hon. CHARLES A. WOLVERTON, 

Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. CO. . 

Dear CoNGRESSMAN WOLVERTON: This is in reply to your letters of March 15 
and 16, 1954, requesting a report on H. R. 8356, a bill to improve the public 
health by encouraging more extensive use of the voluntary prepayment method 
in the provision of personal health services. 
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The bill is designed to encourage and stimulate private initiative in making 
comprehensive health services generally accessible on reasonable terms, through 
adequate health service prepayment plans, to the maximum number of people in 
the United States. To attain this objective, the Secretary of Health, Education, 
and Welfare would be authorized, first, to conduct studies and collect informa- 
tion respecting the organizational, actuarial, and other problems of health service 
prepayment plans and to furnish technical advice and information without 
charge to sponsors of such plans; and second, to provide reinsurance for health 
service prepayment plans when reinsurance is not available from private sources 
and is needed, to secure broader distribution and coverage of benefits, in areas 
where the prepayment method is not yet fully effective and for classes of persons 
not yet adequately protected. A National Advisory Council on Health Service 
Prepayment Plans would be established in the Department of Health, Education 
and Welfare to advise with and make recommendations to the Secretary on 
matters of policy. 

Annual appropriations would be made to enable the Secretary of Health, Edu- 
cation, and Welfare to conduct the studies and render the technical and advisory 
services contemplated by the educational program. An appropriation of $25 
million would be made to supply initial working capital for the reinsurance 
program. The latter would, however, become self-sustaining in a 5-year period 
through reinsurance premiums and income from investments which the Secre- 
tary would be authorized to make. 

The bill would permit the Secretary to reinsure 75 percent of the carrier’s 
reinsured costs, the latter being the excess, if any, of the aggregate annuai 
benefit liabilities incurred under the plan over the difference between the gross 
annual earned premium income and a portion thereof called the administrative- 
expense allowance. The Secretary would by regulation, prescribe other for- 
mulae to achieve comparable reimsurance protection for inherently different 
types of plans, such as those whereby personal health services are furnished, 
directly or indirectly, by the carrier and those which operate on the basis of 
payments by the carrier to an affiliate which furnishes such services. 

I am heartily in favor of the objectives of the bill. The furnishing of technical 
advisory services to sponsors of health service prepayment plans should be of 
material assistance to such sponsors; and the establishing of a limited Federal 
reinsurance service along the lines prescribed in the bill is designed to effectuate 
the President’s recent recommendation. I believe that the measure, if enacted, 
would be of real value in the broad program of improving the general health of 
the American people. 

The Bureau of the Budget advises that it has no objection to the submission of 
this report. 

Yours very truly, 
James P. MircHELE, 
Secretary of Labor. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BupGET, 
Washington, D. C., March 24, 1954. 
Hon. CHartes A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 


My Dear Mr. CHatrmMan: This will acknowledge your letter of March 15, 1954, 
requesting the views of the Bureau of the Budget on H. R. 8356, a bill to improve 
the public health by encouraging more extensive use of the voluntary prepayment 
method in the provision of personal health services. 

The President in his special health message to the Congress of January 158, 
1954 said, “I recommend the establishment of a limited Federal reinsurance serv- 
ice to encourage private and nonprofit health insurance organizations to offer 
broader health protection to more families.” This measure, if enacted, should 
go far to accomplish the President’s objective. The bill is designed to provide 
reinsurance to eover the special additional risks involved in such broader 
protection. ’ 

I am suthorized, therefore, to advise you that enactment of H. R. 8356 is in 
accord with the program of the President. 

Sincerely yours, 


Donaxp R. BELCHER, 
Assistant Director. 
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The Cuairman. The committee will come to order. 
Secretary Hobby, it is a pleasure to welcome you to today’s hearings. 
This is the third time you have come before us this year to testify in 
behalf of a bill to carry out one of President Eisenhower’s recommen- 
dations for improving the health of the American people. We have 
all enjoyed and benefited by your appearances, 

As you are well aware, this committee has already received extensive 
testimony on the great need which exists for making available to more 
of our fellow citizens the means of obtaining adequate medical care. 
You are also aware, I am sure, that this committee has before it many 
proposals which seek to meet this need in one way or another. 

The bill before us today, H. R. 8356, was introduced by me to imple- 
ment the administration’s recommended approach to this medical care 
problem which we are all seeking to solve. It is a bill specifically de- 
signed to improve the public health by encouraging the more extensive 
use of the voluntary prepayment method in the provisions of personal 
health services. 

The interest which has attended the introduction of this bill has been 
most impressive. At least this pile of letters I have before me is an 
indication, only a small indication, of the very great interest that has - 
been taken in this matter by the general public. These letters that I 
have here were presented to me a day or two ago by the News of 
Washington. 

They are letters they had received as a result of the articles that 
had appeared in that paper. In addition, I have as many or more that 
I have personally received from all over the country, and without fear 
of contradiction I can say that during the years I have served in Con- 
gress, which have been considerable, I have never known a subject to 
obtain the attention of the public generally as this question of health, 
and particularly this question of providing health insurance. Every 
day my mail has included dozens, dozens, dozens of letters written by 
individual citizens in all parts of the country, expressing the hope that 
the Congress will take positive steps at this session looking toward 
the solution of the problem of medical care expense. 

I believe that ied testimony will prove to be a most significant 
point in the hearings which this committee has been conducting for so 
many weeks. 

With this background, Mrs. Secretary, I now take pleasure in in- 


- viting you to proceed with your testimony. 


STATEMENTS OF HON. OVETA CULP HOBBY, SECRETARY OF 
HEALTH, EDUCATION, AND WELFARE; NELSON ROCKEFELLER, 
UNDER SECRETARY OF HEALTH, EDUCATION, AND WELFARE; 
ROSWELL B. PERKINS, ASSISTANT SECRETARY OF HEALTH, 
EDUCATION, AND WELFARE; AND DR. CHESTER SCOTT KEEFER, 
SPECIAL ASSISTANT FOR HEALTH AND MEDICAL AFFAIRS, 
DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 


Secretary Hossy. Thank you, Mr. Chairman. 

Mr. Chairman, before proceeding with my prepared statement, I 
should like to indicate for the record that present with me this morn- 
ing are: Mr. Nelson Rockefeller, Under Secretary of Health, Educa- 
tion, and Welfare; Dr. Chester Scott Keefer, the Special Assistant for 
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Health and Medical Affairs; and Mr. Roswell B Perkins, Assistant 
Secretary of Health, Education, and Welfare. Dr. Keefer and Mr. 
Perkins will participate in the presentation of our testimony. Also 
present, to assist in answering technical questions, are several members 
of the staff. 

Mr. Chairman and members of the committee, it is a pleasure once 
again to appear before you in support of a bill introduced by your 
chairman. 

H. R. 8356 implements one of the President’s proposals for improv- 
ing the health of the American people. This bill has as its objective 
the stimulation of voluntary beads isielirinee lans to do a more effec- 
tive job in providing protection for our vege ic against the mounting 
costs of medical and hospital care. The device proposed to achieve this 
objective is that of reinsurance. 

The President has repeatedly specified the general lines of attack 
his administration would take toward the problem of paying for 
health and medical care. He has rejected any step toward socializa- 
tion of medicine—or even of the means of paying for medical care. 

The course which he has proposed is to build on the system of private 
‘ health-insurance plans, which has developed at an amazing rate. The 
President’s state of the Union address and his special message of Jan- 
uary 18 on the health needs of the Nation recommended establishing 
a limited Federal reinsurance service to foster the growth of health 
prepayment plans. 

In considering the reinsurance proposal contained in the bill before 
you, your committee will be able to draw upon a substantial body of 
data and opinions which you have collected during your recent exhaus- 
tive health inquiry. Asa result of that inquiry, each of you gentlemen 
is familiar with the tremendous strides that have been taken in the 
development of a voluntary system for the prepayment of medical 
expenses. It would be well to review some of these facts briefly at this 
time, in order that we may have before us the proper background for 
discussing this bill this morning. 

With your permission, Mr. Chairman, I would like to ask Dr. Keefer 
to show you some statistical charts. Dr. Keefer. 

Dr. Keerer. Mrs. Hobby, Mr. Chairman, gentlemen of the com- 
mittee. 

The CratrmMan. I assume that Dr. Keefer is well known to everyone 
in the room, so well known that it is unnecessary for me to make any 

yarticular reference to his accomplishments and his achievements. 
‘here would be nothing that I could add to the position that he 
occupies in the medical profession and, doctor, we are very pleased 
indeed to have you before us as a witness this morning. 

Dr. Kerrer. Thank you, sir. 

As Mrs. Hobby has indicated, the purpose of this proposal is to 
encourage and stimulate private insurance carriers and health-serv- 
ice organizaeions to cover more people and to broaden the scope of their 
benefits. I propose showing some charts that will illustrate three 
points: First, the rapid growth in voluntary prepayment coverage 
during the past 10 or 15 years; secondly, to direct attention to what is 
being accomplished ; and, finally, to point out areas of need for exten- 
sion and broadening of benefits. 
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Chart A illustrates the increase in insurance protection during the 
past 14. years. You will note that in 1939 there were 8 million people 
having some type of hospitalization insurance. By the end of 1952, 
92 million persons had some type of hospitalization insurance. 
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During the same period there has been increase in surgical protec- 
tion from 3 million persons covered in 1939 to 73 million persons with 
some type of surgical insurance by the end of 1952. 

Since 1947, a period when more people were covered by some type 
of medical insurance—that is, nonsurgical coverage in hospitals—this 
has*grown so that at present there are approximately 35 million people 
covered by this type of insurance. 

The reasons for this growth are many, but there are three principal 
ones, the first being that within recent years dependents have been in- 
cluded in the group policies. At first only employees were covered 
a oup policies. 

he second reason for this growth has been that there has been an 
increased contribution from employers to the payment of premiums, 
in part or in whole. 

The third reason for the growth is that many families want to pur- 
chase health insurance in order to protect themselves against unex- 
pected medical costs that may occur in any one year. 

To illustrate this variation in medical costs, I show next, chart B. 
This shows the percent of family income incurred for medical care in 
fiscal 1953. This information was collected by a health information 
foundation survey carried out by the University of Chicago, and 
covered 2,809 families or 8,846 persons. 
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You will note that the median amount expended for medical care 
by the 50 million families in the United States was 4.1 percent of the 
family income; 29 million people spent under 5 percent of their family 


income for medical care; 17 million spent between 5 and 20 percent of 
their family income; and 4 million incurred medical-care costs be- 
tween 20 and over 100 percent of the annual family income. This 
chart shows the wide variation in the cost of medical care from one 
family to another. 

Now, what is medical care insurance accomplishing at present ? 

In the year 1952 the United States private expenditure for medical 
care was $9.4 billion (see chart C). This was divided as follows: For 
hospitalization, $2.8 billion; for physicians’ services, $2.9 billion; 
seule and appliances, $2.2 billion; dentists’ services, $1 billion; 
nurses, $.2 billion; and all other expenses, $.3 billion. Of the total of 
$9.4 billion, 17 percent was paid by insurance, or a total of $1.6 billion. 

I would like to concentr ate : attention on those two lower items, hos- 
pitalization and physicians’ services, because they are the two items 
covered by insurance. 













HEALTH REINSURANCE LEGISLATION 






C U.S. PRIVATE EXPENDITURE 


FOR MEDICAL CARE 


$9.4 BILLION 
euma NURSES 2 
| OTHER 3 





PHYSICIANS SERVICES 
a) 














$ 1.6 BILLION 


ene ee en 
OR 17 % 
PAID BY INSURANCE 


1952 


. INCLUDES NET COST OF INSURANCE AGAINST THIS EXPENDITURE 


a 

This next chart (D) shows the private medical care expenditures 
paid by insurance in 1952. Of the $2.8 billion private expenditure 
for hospitalization, 38 percent or $1.1 billion was paid by insurance. 
Of the $2.9 billion paid for physicians’ services, 19 percent was cov- 
ered by insurance, the total being $.5 billion. You will note that the 
amount covered by insurance for hospitalization is greater than that 
covered for physicians’ services. 
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The third major point that I want to discuss is the area of need. 
Chart E shows those persons with no hospitalization insurance. There 
are 63 million people with no hospitalization insurance. This chart 
can be divided into three segments. First, this segment on the lower 
left, where there is no special problem, includes people who do not 
choose to buy insurance for some reason or another. They are young 
and do not feel illness is in the cards for them so they do not feel they 
need to be protected. 
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The next group—the right half of the pie—includes earners and 
families with predominantly low incomes; farm families; and people 
in temporary or casual employment. 

Another group, shown in the upper left quadrant, includes non 
earners. In this group you have the aged and chronics illy ill and 
those people on public assistance. Some are unable to purchase in- 
surance because they cannot afford to purchase it due to low income, 
and others because they are not acceptable for insurance. 

I would like to relate the distribution of hospitalization insurance— 
the most widely covered insurance today—to family income. Chart 
F shows that, of families with incomes above $5,000 a year, 71 percent 
are covered by some type hospitalization insurance. Of families with 


incomes under $2,000, 25 percent are covered by some type of hospital- 
ization insuranc e. 
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It is well to remember that this is the most widely covered group, 
namely, those with hospitalization insurance. Those with medical 
coverage, or with surgical coverage, are much less well covered. 

The next two charts illustrate how the benefits may be extended. 
The kinds of insurance carried by 59 percent of the population are as 
follows (chart G): 
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Approximately 12 percent carry hospitalization insurance only ; 
i pape on! one-quarter carry surgical and hospital insurance com 
bined; probably one-fifth have medical, surgical, and hospital insur- 
ance; about 3 percent carry comprehensive insurance, that is to say, 
inclusive benefits not only in hospitals but outside of hospitals. So 
that we have 59 percent covered and 41 percent uncovered. 

One might say that extension of benefits would include more people 
with surgical and hospital benefits, more with medical and surgical 
benefits, and more with comprehensive benefits. 

The scope of protection in these various areas, hospitalization, 
surgical coverage, and gross or inclusive medical care is shown on 
chart H. These data are based on Health Information Foundation 
Survey carried out by the University of Chicago, which I mentioned 
a few moments ago. 

In hospitalization coverage you have room and board, laboratory, 
drugs, X-ray services. Of the 59 percent of the families in the 
survey who had insurance and who were hospitalized, between 80 and 
100 percent of the hospital bills was covered by insurance. In 2 per- 
cent of the insured families with bills, less than 20 percent of the 
hospital bill was covered by insurance. 

For surgical procedures, 45 percent of the insured with surgical 
bills had between 80 and 100 percent of their bills paid for by 
insurance. 

Considering the gross costs of medical care, you will note that only 
about 8 percent of the sampled population had between 80 and 100 per- 
cent of their total bills for medical care covered by insurance. 

From chart H you will note that there is better coverage today in 
respect. to hospitalization insurance than exists in the surgical field. 
There is much better coverage in these two fields than for the total 
medical care bill. 

In summing up, one can say there has been rapid growth of health 
insurance plans and that coverage has been increasing, but areas 
remain in which extension in coverage and in scope of benefits is 
greatly needed. 

Secretary Hopsy. Gentlemen, from what Dr. Keefer has described 
to you, it is clear that much remains to be done in the voluntary health 
insurance field. A large segment of our population has no insurance 
protection, and for many of those with some insurance, the scope of 
the protection is not adequate. 

Mr. Chairman, we need more and better voluntary health insurance. 
The expansion of the present coverage of prepayment plans must be 
vigorously pressed forward. To achieve the full potential of private 
plans, pioneering efforts must continue. Sponsors of health-insurance 
plans must be encouraged to move forward in a spirit of practical] 
experimentation, with a readiness to undertake new risks. 

We believe that the enactment of this bill, by providing an oppor- 
tunity for broader sharing of these risks, w ould hasten the expansion 
and improvement of v oluntar y health-insurance plans. 


MAJOR PROVISIONS OF H. R. 8356 


I shall now describe the major features of the bill before you. Before 
proceeding to the heart of the bill, which is title III, I should like to 
invite attention to certain significant provisions in titles I and II. 
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Title I. General: Title I contains not only essential definitions but 
also several broad administrative provisions. There are three sections 
which we regard as very important. 

First, section 102 of the bill would establish a National Advisory 
Council on Health Service Prepayment Plans, with 12 appointed mem- 
bers, one of whom would be designated as chairman by the Secretary of 
Hes tlth, Education, and W elfare. The council would be charged with 
the general duties of advice, consultation, and recommendation to the 
Secretary on matters of policy in connection with the administration 
of the act. Because of the highly technical nature of the program and 
the limited number of qualified persons upon whom we may call for 
technical advice, a limited waiver of certain conflicts-of-interest 
statutes is provided in the bill for members of the Advisory Council, 
as well as for special consultants. 

Second, in determining the qualifications of carriers for reinsurance, 
the Secretary is directed by section 104 of the bill to utilize to the 
optimum extent the services and facilities of the State agencies that 
are responsible for supervising health-insurance carriers. Recogniz- 
ing that many companies conduct business in several States, the bill 

calls for the Secretary to endeavor to make arrangements for use of 
the appropriate agency in the carrier’s home State or principal place 
of business. 

Third, section 107 (b) of the bill forbids the exercise of any super- 
visory or regulatory control over any carrier, hospital, or other facility 
or provider of services, except as specifically provided in the act. In 
connection with this provision I want to make it abundantly clear that 
we strongly believe that regulation of the insurance industry is and 
should remain a responsibility of the States. 

Title II. Studies and advisory and informational services: Title IT 
of the bill contains provisions which are an important supplement to 
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the reinsurance plan itself. In accordance with one of the President’s 
recommendations, this title authorizes the Secretary to “conduct 
studies and collect information concerning the organizational, actu- 
arial, operational, and other problems of health service prepayment 
plans and their carriers.” These studies would include the collection 
of much needed data on the incidence of sickness and its effects on the 
use of medical care facilities and services. The information collected 
would be made available to the public and to sponsors of health service 
prepayment plans. Upon request, health insurance carriers would be 
given specific technical advice on organizational methods and other 
matters. 

The purpose of these provisions of title II is to achieve a better 
understanding of the Nation’s medical care problem, of the techniques 
for meeting it through voluntary means, and of the actuarial risks 
involved. 

In support of these provisions, let me say that we are frequently 
reminded that the great gaps in our basic data are among the major 
obstacles to improvement and expansion of prepayment coverage. 
Reliable and reasonably current information is needed on the incidence 
of disease, on utilization rates for the various health services, and on 
repayment plan enrollment and organizational methods and prob- 
fom It is especially important to gather information which will 
provide a firmer basis for the determination of premium rates in the 
areas in which carriers have had little or no experience. We believe 
that the service authorized under title II can help to fulfill these vital 
needs. 

Insummary, the provisions of titles I and II relating to the Advisory 
Council, the use of State agencies, and the conduct of technical studies 
are essential in developing a coordinated attack on the problems in- 
herent in extending or improving voluntary health insurance. They 
will provide the tools for cooperative effort by Federal, State, and local 
agencies, public and private, and will assure that the broadest possible 
approach will be made to the problem. 

‘itle III. Reinsurance of health service prepayment plans: I turn 
now to title 11I—the major part of the bill. In its simplest terms, Mr. 
Chairman, this title would establish a reinsurance fund designed to en- 
courage and stimulate insurance carriers to broaden benefits and areas 
of service. 

Types of carriers eligible: Under the bill, a “carrier” may be an in- 
surance company, a voluntary nonprofit association, such as Blue 
Cross or Blue Shield, or a cooperative or a partnership engaged in 
providing protection under a health service prepayment plan. | 
want to a clear our belief that all groups in the voluntary health 
insurance field can contribute to the development of broader and better 
benefits for more people. 

It should be noted that “direct service” carriers would be eligible for 
reinsurance. That is, reinsurance would be available to prepayment 
plans which furnish medical or dental care or treatment through a 
salaried staff of physicians, surgeons, or dentists. However, in these 
cases we would first have to be satisfied that the carrier has an organ- 
izational structure which vests control over the manner in which 
medicine and dentistry are practiced solely in duly licensed members 
of these professions. 





SAG SSIES Bien 


HEALTH REINSURANCE LEGISLATION 27 

Approval of plans: The reinsurance program would be wholly 
voluntary, and plans could be reinsured only on application by the 
carrier. 

Moreover, the bill is designed to assure that the Federal Govern- 
ment would not be competing with the insurance industry in the re- 
insurance field. No individual plan could be reinsured by the Fed- 
eral Reinsurance Fund if it were already reinsured privately. More- 
over, as a condition of reinsuring any type of plan, the Secretary of 
Health, Education, and Welfare would be required to conclude that 
for plans of that particular type or kind, reinsurance was not avail- 
able from private sources at comparable terms and rates to an extent 
adequate to promote the purposes of the reinsurance program. Thus, 
the Federal program would not be competing with private enterprise. 

The terms and conditions governing approval of the plans submit- 
ted for reinsurance, and the types and kinds of plans which will be re- 
insured, would, in general, be determined by regulation. The bill di- 
rects that we take into consideration, in determining the types and 
kinds of plans eligible for reinsurance, the general purposes of the pro- 
gram, and that we give special emphasis to certain objectives. Here 
I wish to quote the provisions of the bill itself, begining on line 24 
of page 13 and ending on line 15 of page 14. The bill would direct the 
Secretary to place— 

* * * special emphasis upon the objective of encouraging experimentation de- 
signed to extend or adapt the prepayment method to substantive problem areas 
or geographic areas for which that method is in any significant respect new, un- 
tried, or not yet fully effective or widely available on reasonable terms, such as 
(a) Coverage of classes of individuals for which protection through such 
health service prepayment plans appears to be feasible but is not ade- 
quate; or 
(b) The offering of protection in communities or areas in which such 
protection (in the respects in which it is offered) is not adequately avail- 
able on a prepayment basis; or 
(ce) A coverage of benefits or services which, either as to type, range, 
amount, or duration of such benefits or services, is not otherwise (generally 


or in a given area) widely available through such plans on an adequate 
basis. * *.* 


These words in the bill, perhaps better than the pape clauses 


themselves, indicate the direction in which we think t 
should move. 

The specifications concerning the eligibility of plans for reinsurance 
might include requirements or limitations on such matters as the ranges 
of health conditions to be covered by the plan; the kind, quantity, and 
duration of health services to be provided under the plan; undue ex- 
clusions or limitations; deductible amounts and maximum liability 
amounts; waiting periods; and the duration, cancellability, and re- 
newability of policies or subscriber contracts issued pursuant to the 
plan. 

These requirements, we must remember, would apply only to a car- 
rier which voluntarily agrees to them as a part of a reinsurance con- 
tract involving a particular plan or plans of that carrier. Futher- 
nore, although a plan would be disapproved if its rates were arbitrary 
or unreasonable, or such as to cause the plan to be financially unsound, 
the Secretary would not otherwise have authority to exercise any con- 
trol whatsoever over the carrier’s premium or subscription charges 
under a health service prepayment plan. Finally, no substantive 
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changes of regulations could, without the carrier’s consent, apply dur- 
ing the current terms of a reinsurance contract. 

Assuming that a particular plan meets the requirements prescribed 
in accordance with the foregoing provisions, and that it is determined 
that the plan is sound and would promote the purposes of the act, the 
Secretary would still be required to make certain findings with respect 
to the carrier itself. These are: 

(a) That the carrier is operating according to State law. and (d) 
That the carrier is financially sound and entitled to public confidence. 

In making these determinations the Secretary would, as I indicated 
in my testimony relating to title I, make optimum use of State insur- 
ance authorities. 

Reinsurance premiums: Premium charges to be paid by carriers for 
reinsurance of their plans would be fixed with the dual objective of 
making the program selfsustaining, and stimulating and encouraging 
plans which would further the purposes of the program. The bill 
does not specify a statutory premium rate. Rather, reinsurance pre- 
miums would be fixed at different rates for the different health service 
prepayment plans to be reinsured, so as to reflect, in accordance with 
acturial principles, the respective hazards involved. 

Scope and extent of reinsurance obligation: Upon approval of a 
plan, reinsurance certificate or contract would be issued to the carrier. 
The contract would cover only a particular plan. Losses under other 
plans sponsored by the same carrier would not obligate the Federal 
Government in any way, unless such other plans were also reinsured. 

With respect to the actual liability of the Federal Government 
under a reinsurance contract, the bill establishes two principles: 

(1) The reinsurance program would reinsure abnormal losses only ; 
that is, the abnormal losses of a carrier, in the aggregate, under a 
particular reinsured plan. 

(2) The carrier would share in these abnormal losses. The rein- 
surance fund would undertake to meet only 75 percent of the abnormal 
losses. 

The abnormal losses would be those in excess of premium income, 
after making a reasonable allowance for the carrier’s administrative 
costs. This administrative expense allowance would be agreed upon 
for each plan at the time of the carrier’s application for initial rein- 
surance, or for renewal of reinsurance. Gentlemen, of course, the ex- 
planation of abnormal losses is such a complicated one, there will be a 
chart which will graphically illustrate that point. 

I do want to emphasize that there would be, under the bill, no Fed- 
eral liability to any individual policyholder. The only liability of the 
fund would be to carriers which have a reinsured plan or plans, and 
then only for those plans. 

The reinsurance fund: The source from which reinsurance payments 
would be made is the reinsurance fund, which would be composed 
primarily of reinsurance premiums collected and of the earnings of the 
fund. , 

The bill would authorize an appropriation of $25 million to a capital- 
advance account in the Treasury. The appropriation would be avail- 
able, without fiscal vear limitation, as a line of credit for advances of 
working capital to the reinsurance fund. When the fiscal condition of 
the fund permits, such advances would be repayable to the capital- 
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advance account in Treasury. The amount so repaid would again be 
available to the fund if future advances should be needed. Pending 
repayment of advance, the fund would pay interest thereon to the 
‘Treasury. 

All reinsurance premiums would be paid into the reinsurance fund. 
As I have indicated, these would be calculated with a view toward 
keeping the fund self-sustaining. 

One of the most important features of the bill to understand is that 
the Government’s reinsurance obligations would be limited to the 
moneys in the fund. It is not a subsidy-type plan with respect to 
reinsurance obligations, and there is no kind of open-ended authoriza- 
tion for this purpose. 

The bill also provides that the Secretary of Health, Education, and 
Welfare would have discretionary authority to establish within the 
fund special reinsurance accounts. Such accounts might be created for 
classes of plans, classes of carriers, or groups of associated carriers, 
If this authority were exercised, premium payments would be credited 
to, and the Government’s liability under a given contract of reinsur- 
ance would be limited to, the appropriate account. 

Other provisions: The bill would authorize appropriations from 
general revenues for administrative expenses for a transitional period 
of 5 fiscal years beginning July 1, 1954. After that, such expenses 
would have to be borne by the fund. 

One final very important provision should be mentioned—section 
404, relating to advertising. We regard it as vital that every precau- 
tion be taken to prevent any reference to the reinsurance program 
which could result in misleading the public as to the scope, purposes, 
or financial undertakings of the program. 

Two dangers exist: 

(1) Individuals who buy policies may think that reinsurance means 
a guarantee of benefit payments under any reinsured plan; and 

(2) Carriers which do not apply for reinsurance may be subjected 
to unfair competition by other carriers attempting to capitalize on the 
name of the United States Government in promoting their reinsured 
plans. 

In actuality, reinsurance would not give an individual policyholder 
any positive assurance of receiving his benefit payments. Moreover, 
approval for reinsurance purposes would in no way signify that a 
reinsured plan is superior to shen not reinsured, 

For these reasons, the advertising in connection with reinsured 
plans must be carefully circumscribed. The bill, therefore, provides 
that the fact of reinsurance cannot be used in advertising except in 
the manner specifically authorized by regulation. Criminal penalties 
are provided for unauthorized advertising which refers to the rein- 
surance program, as well as for wholly false advertising. Injunctive 
remedies are also provided. 
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I should like now to summarize the seven major characteristics of 
the reinsurance program as they are listed on the next chart (I). 


I 
PROPOSAL 


7 VOLUNTARY FOR EACH CARRIER 
2 REGULATION OF CARRIERS REMAINS WITH STATES 


3 OPERATES ONLY WHERE COMPARABLE REINSURANCE 
NOT AVAILABLE 


4 REINSURE ABNORMAL LOSSES ONLY 
S CARRIER SHARES IN LOSSES (COINSURANCE’) 


6 FEDERAL LIABILITY LIMITED TO THE FUND(625 MILLION 
AUTHORIZATION, PLUS REINSURANCE PREMIUMS) 


7 NON-SUBSIDY BASIS (SELF-SUPPORTING) 
MONO eset ESOS 





These are as follows: 

(1) Voluntary for each carrier. 

(2) Regulation of carriers remains with States. 

(3) Operates only where comparable reinsurance not available. 

(4) Reinsure abnormal losses only. 

(5) Carrier shares in losses (coinsurance). 

(6) Federal liability limited to the fund ($25 million authorization, 
plus reinsurance premiums). 

(7) Nonsubsidy basis (self-supporting). 

And II, the technical services and studies: At this time I should 
like to ask Mr. Perkins to review with you, with the charts, the manner 
in which the reinsurance program will operate. 

The Cuarrman. Before Mr. Perkins proceeds with his explanation, 
I should like to take this opportunity to acknowledge the presence 
of a considerable number of young students from the Jackson School 
of Arlington, Va., here in the company of their teacher, Miss McCune, 
to see Congress in action. I would like these young people to know 
that their presence this morning is very pleasing to this committee. 
We recognize you have an interest in Government that brings you here 
and we should like you to know that you are now in a committee that 
has been in existence since 1795. Of course, the membership has not 
been here that long. The committee is one of the important commit- 
tees of Congress. It has a very wide jurisdiction over many matters 
that pertain to our welfare as a nation. 

Today we are hearing an explanation of the bill that has been 
proposed by the administration, through Mrs. Hobby, the Secretary 
of Health, Education, and Welfare, that deals with the problems of 
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health, namely, the insurance program that will protect families in 
the payment of medical and hospital expenses. You are very privi- 
leged this morning to be present while Mrs. Hobby is testifying 
because, as you know, she is the only woman member of the President’s 
Cabinet, and a very outstanding member, and it is giving you a great 
privilege to be present and to hear her give her testimony this morning. 

We hope you will profit by your attendance this morning and that 
you will carry away a favorable feeling toward this committee. I 
want to emphasize again we are pleased that you have come and we 
hope that you may come again whenever you have the desire to do so. 

Mr. Perxrns. Mr. Chairman and members of the committee : 

Our first chart (J) is one designed to help us understand the princi- 
ciple of reinsurance. Before seeing it as applied under the proposed 
bill, it might be well to see how the principle of reinsurance applies 
ina simple case of a life insurance policy. 


jar: 
REINSURANCE 


INSURED -—s INSURER -——s«REINSURER 





On this chart we have taken the example of an individual who 
wishes to purchase a life-insurance policy of $100,000 face value. He 
pays his premiums to insurance company A, which issues the policy. 
But let us assume that insurance company A does not like to write 
policies in that large amount and it wishes to spread the risk. It has 
arrangements with insurance company B for reinsurance. It decides 
that it is willing to pay a reinsurance premium to insurance company 
B in return for B’s promise to assume part of the risk. Let us assume 
in this particular case B agrees to assume half of the initial risk. So 
in return for a portion of the premium, B agrees to pay $50,000 or one- 
half of the face amount in the event this individual should die. That, 
in simple terms, is the principle of reinsurance. It is the principle of 
spreading the risk. 
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Now let us see how this principle would be applied under the bill. 
Chart K illustrates it. 


PROPOSAL 





PERSONS 
INSURED 
UNDER HEALTH INSURER REINSURER 
PLAN X | 
PREMIUMS * eye ae FEDERAL 
REINSURANCE 
FUND 
BENEFITS eat 
PAYMENT = 3/4 
OF ABNORMAL 
LOSSES IN ANY 
YEAR 


mee 


Let us assume that an insurance company wishes to sponsor a com- 
prehensive health-insurance plan which we shall call plan X. It of- 
fers this plan to the public, and the individual persons who wish to 
become insured under this health plan pay premiums to the insurance 
company and the insurance company issues to the individuals the 
health policies under this particular comprehensive plan. These pre- 
miums oe ve been calculated by the actuaries of the insurance company 
as scientifically as possible. However, because we will assume the 
plan is one which may reach into new fields and there may not be com- 
plete experience, there is always the possibility that benefit payments 
will exceed the actuarily determined risk. ‘The company decides to 
spread the risk. It could do so by paying a premium to the Federal 
reinsurance fund. The Federal reinsurance fund under the bill would 
agree to make a reinsurance payment equal to three-quarters of the 
abnormal losses in any year; that is, the losses which exceed an amount 
determined under a formula which I shall explain in a moment. 

One important thing to get out of this chart is the fact that the 
Federal reinsurance fund is not reinsuring any particular individual. 
The sole obligation of the Federal reinsurance fund is to the carrier 
itself, It isan insurance of the carrier’s experience under a particular 

lan and not a direct obligation from the Federal Government to the 
individual policyholders. 

It might be well to review how it would operate administratively. 
Our next chart (L) illustrates the flow of a reinsurance application 
and the issuance of a reinsurance contract. Here we have the insur- 
ance carrier, Let us assume it is the same carrier which is sponsoring 
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the plan X which we have been discussing. Most insurance carriers 
are regulated by State law and an insurance carrier has to file its plans 
and premium rates with the State insurance authorities. 

Let us assume that has been done in the case of plan X and that the 
carrier has decided it wishes reinsurance. It would then file with the 
Department of Health, Education, and Welfare an application for re- 
insurance of plan X. This application would spell out the details of 
the plan, would have sample policy plans attached, specify the rates, 
and so forth. It would be the obligation of the Secretary, under the 
bill, to review the plan to ascertain whether the terms of it would pro- 
mote the purposes of the act and whether they meet the standards 
established by the Secretary under the law for reinsurance. 

j Assuming that this review is made in the Department and the plan 
is determined to be one that would promote the purposes of the act, 
the Secretary must also find that the carrier itself is financially sound 
and that it is operating in accordance with State law. These determi- 
nations, as the Secretary has indicated in her testimony, would be 
made in the first instance by the State insurance authorities and the 
Secretary would in all probability rely on those determinations. 

At this point we might go back and see which of the items we have 
covered on chart I. 

We have illustrated point 1, that the reinsurance program would be 
voluntary for each carrier. A carrier would become reinsured only 
if it voluntarily applied for the reinsurance. 

Point 2, we have seen that the regulation of the carriers remains 
with the States. The Federal Government would not establish any 
regulations other than the standards or specifications under which 
plans would be reinsured. It would not regulate the carriers as such. 

And we have illustrated point 3, as the See retary has indicated in 
her testimony, that the Federal Government would have no authority 
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to reinsure a plan unless it had been found that comparable reinsur- 
ance was not available from private sources. In other words, in addi- 
tion to approving the plan and approving the financial soundness of 
the carrier, the Secretary would have to find that comparable rein- 
surance was not available from private sources. 

That covers these first three points. If these findings had been 
made, the Secretary would be authorized to write a reinsurance con- 
tract or issue a certificate of reinsurance relating to plan X. The re- 
insurance contract would specify the terms of the contract. 

Now here I wish to reemphasize a point made by the Secretary in 
her testimony, that the reinsurance only applies to particular plans. 
This insurance carrier might have a number of other health plans out- 
standing but if it applies for reinsurance with respect to only one of 
them, then the obligations of the reinsurance fund would relate only 
to that particular plan which was reinsured and not to the other plans 
which the insurance carrier might sponsor. 

That, then, is the principle of the reinsurance, and this is how it 
would operate administratively. 

Now, what, precisely, is the obligation of the Federal Government? 
What is the amount of a reinsurance payment that is indicated on this 
chart? Well, Chart M illustrates the reinsurance payment formula. 
On the left-hand side, by the total height of this bar here, we have 
indicated the premium income of insurance company A in a given year. 
We have, also, indicated the anticipated distribution of that premium 
income between three items; first, the lower part of the bar indicates 
the anticipated benefit payments. The white in the middle indicates 
the amount which the carrier would anticipate setting aside for con- 
tingencies, and if it were a stock company, for profits. The upper 
portion of the bar indicates the amount which it would anticipate hav- 
ing to pay for administrative expenses. 


M REINSURANCE PAYMENT FORMULA _ 
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The division of the total premium income would be determined in 
advance by the actuaries of the carrier, and it would be included in 
the application for reinsurance. It would be one of the items which 
a ave to be approved by the Secretary in approving the plan. 

We have a ratio, then, of the administrative expenses to the total 
premium income, and you will note in the bill that there is a definition 
of the administrative expense ratio. Let me repeat that this ratio is 
determined in advance by the actuaries of the company and approved 
by the Secretary. 

Assuming that the anticipated distribution of the total premium 
income under the plan has been agreed upon, when does the reinsurance 
obligation come into play? Well, clearly, if the actual experience of 
the carrier is such that its benefit payments do not daceed the antic- 
ipated benefit payments—that is, if it has not suffered any financial 
discomfort—there would be no reinsurance payment. Secondly, under 
the formula in the bill, there would be no reinsurance payment unless 
the actual benefit payments exceeded the anticipated benefit payments 
plus the amount that would be set aside for contingencies and profits. 

In other words, the carrier would have to absorb the loss of its antic- 
ipated contingency reserve, or rather the amount it would set aside for 
the reserve in a given year, and its profits before reinsurance payments 
would be made. 

Now, finally, in developing the formula, it was concluded that the 
carrier should be required to absorb one-eighth of the amount that it 
would anticipate paying for administrative expenses before the Fed- 
eral reinsurance fund would make any payments. This one-eighth 
is a kind of cushion which was indeed largely for the purpose of 
removing the very sensitive nature of this point at which the calcu- 
lations are made of anticipated benefit payments and contingencies 
and profits. In other word: this division, or this distribution of the 
total premium income is unquestionably a difficult one to make, and 
the actuaries may not hit it on the nose. Therefore, it was thought 
that there should be some cushion in there, and one-eighth of the 
administrative expenses is the amount that is written into the bill. 

This means that the Federal reinsurance fund would not make any 
reinsurance payment for losses unless they exceeded anticipated benefit 
payments plus contingencies and profits, plus one-eighth of the esti- 
mated administrative expenses. 

It should be noted that the greater the cushion, the lower the pre- 
mium rates would be. In other words, if we were to raise this one- 
eighth to one-fourth, and make a cushion that high, the Federal re- 
insurance fund would not pay off as often. Therefore, premium rates 
could be lowered. But, on the other hand, it would not be as useful 
to the carriers since the Federal Government would not share in as 
many different losses. 

This cushion could be analogized to the deductible item in an 
automobile policy. It is like the $50 deductible provision with which 
we are all familiar. Now, on the right-hand side of the chart, we 
have indicated the examples of actual benefit payments of the carrier. 
You will see that this bar goes no higher than the anticipated benefit 
payments, so that no reinsurance payment would be made in this case. 
Our second bar goes up only to the red line which is the critical point, 
and there would still be no reinsurance payment. The third bar of 
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actual benefit payments goes above that. This is what I have been 
referring to as an “abnormal year.” 

Now, to theextent the actual benefit payments in this abnormal year 
exceed this red line, the reinsurance fund would pay three-fourths of 
the excess. You will see it says here on the chart: 


The reinsurance fund pays three-fourths of the amount by which the actual 


benefits exceed this level. 


That is the reinsurance formula written into the bill. As the 
Secretary has testified, the essence of it is a spreading of the risk so as 
to enable carriers to go into new ventures where they have less ex- 
verience. By the reinsurance payment formula, whereby the Federal 
Gisnriineill would absorb three-fourths of abnormal losses, in a given 
year, the company would be enabled to spread its risk and to move 
into areas in which it would otherwise dare not venture, 

Secretary Horsey. Mr. Chairman and members of the committee: 
As the chart presentation has indicated, the program set forth in the 
bill before you is built upon well-established insurance principles. 
It embodies the safeguard that the reinsurance is only partial. 

Furthermore, except as to administrative costs during the first 5 
years, it is designed as a self-supporting program, financed from actu- 
arially determined reinsurance premiums. > 

While we believe that this program holds great promise for the 
American people, I want to mention three limitations. 

First, it can help only those who are willing to include health- 
insurance premiums as a necessary part of the family budget and those 
who are covered by insurance plans maintained by their employers, in 
whole or in part. 

Second, it may not immediately solve some of the problems of 
coverage for those who are now aged or for those who already are 
chronically ill. 

Third, it is apparent that the success of the plan depends on the 
willingness of the carriers actually to make use of it and to assume new 
and broader risks. 

These reservations, however, do not detract from the positive gains 
which we think the bill can achieve. We are confident that the plan 
can bring significant benefits for the American people. We believe 
that use of the reinsurance fund by carriers would induce them to 
experiment more broadly and more rapidly and to accelerate new 
ventures in the voluntary health field. If carriers are protected 
through reinsurance which provides a sharing of unexpected losses, 
obviously they should be able to expand the scope of protection that 
they offer. 

For example, perhaps the number of exclusions from coverage under 
certain forms of health insurance can be reduced, perhaps the benefits 
can be made far more comprehensive as to total limits, thereby pro- 
viding better protection against major medical expenses. Perhaps the 
number of days of hospital confinement for which reimbursement is 
provided might be greatly increased. Perhaps policies need not ter- 
minate upon the attainment of age 65 or some other stated age, or upon 
termination of employment, as many policies now do, or perhaps terms 
may be found under which it is possible to provide insurance to indi- 
viduals now considered uninsurable. Finally, perhaps more non- 
cancelable policies can be written at prices people can afford to pay. 
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In brief, the stimulus of reinsurance protection and the help of 
advisory services, when added to the incentives of free competition, 
should result in enlarging the scope of health-insurance coverage and 
— the benefits it provides. 

‘he greater the success of our efforts, the more we will narrow the 
problem ‘areas and the better we will be able to determine the extent 
of the need for other methods of making good medical care available 
to all Americans. Meanwhile, through public assistance and other 
public and private efforts, we will continue to help many of those for 
whom voluntary insurance is not feasible. 

To conclude, we are persuaded that the bill before you can, in the 
traditional American way of individual responsibility and private 
endeavor, do much in providing the means S which better health 
protection may be attained by a large segment of our population. We 
urge this committee and the Congress to give the bill favorable 
consideration. 

The Cuarrman. Mrs. Hobby, we appreciate your presence this 
morning and this statement that you and your associates have made 
with respect to the proposed legislation. We compliment you upon 
the manner in which you have presented it. We recognize that it is a 
very complex and difficult subject that presents many features un- 
doubtedly that it will be necessary to examine very carefully, because 
we are pioneering in a new field of wey, Therefore, care will be 
observed as it has already been by yourself and your associates who 
have drawn this legislation. 

The opportunity is now afforded to the members of the committee 
to submit such questions as may be desired, either to Mrs. Hobby, 
Dr. Keefer, or Mr. Perkins or any other member of their force that is 
present and who has iniormation which might be utilized in givin 
the committee any additional information which might be pts j 

Secretary Hossy. At this time, may I say that Mr. James Stuart 
of the Blue Cross plan, director of the Cincinnati plan, and chairman 
of the Blue Cross Commission, has served as a consultant to the Depart- 
ment in the group of eight insurance people who helped us work out 
the details of the bill, and is with us today. If there are particular 
insurance questions which we cannot answer, sir, we think Mr. Stuart 
can. 

The Cuarrman. We thank you for the suggestion you have made 
and we appreciate the presence of those to whom you have referred. 
It has been very encouraging to this committee as it has given con- 
sideration to these matters of health to have found the willingness 
on the part of individuals who have special information and know]l- 
edge on the subject, to make the same available to our committee. It 
has created a sense of indebtedness on our part. We are glad to wel- 
come these additional persons whom you have just mentioned. 

Mr. Dotutver. Mrs. Hobby, you have just alluded to the fact that 
you had some assistance, some technical assistance, from individuals 
representing organizations or companies in this field. 

Vould it be proper, Mr. Chairman, to have the list of those indi- 
viduals and companies in the record ? 

Secretary Horpsy. We will be delighted to furnish it to you. 
The Cuatrman. It will be entered at this point in the record. 
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(The list is as follows :) 


The following served as consultants to the Secretary of Health, Education, 
and Welfare in working on the Department’s recommendations on H. Ri: 8356. 
They served as individuals and not as representatives of their organizations, 


©. Manton Eddy, chairman of conference, vice president and secretary, Con- 
necticut General Life Insurance Co., Hartford, Conn. 

Henry Beers, vice president, Aetna Insurance Co., Hartford, Conn. 

Jarvis Farley, secretary-treasurer and actuary, Massachusetts Indemnity Insur- 
ance Co., Boston, Mass. 

Dr. Charles Hayden, executive director, Massachusetts Medical Service, Boston, 
Mass. 

William 8S. McNary, executive vice president, Michigan Hospital Service, De- 
troit, Mich. 

Louis Rietz, vice president, Lincoln National Life Insurance Co., Fort Wayne, 
Ind. 


Henry Smith, vice president and associate actuary, Equitable Life Assurance 

Society, New York City 
James E. Stuart, chairman of Blue Cross Commission, and executive vice presi- 

dent, Hospital Care Corp., Cincinnati, Ohio 

Mr. Dottiver. I assume that this program has been developed with 
the help of those various associates to whom you have referred at this 
time. 

Secretary Hogssy. That is true, and perhaps I can simplify it by 
telling you what the procedures were, Mr. Dolliver, so the entire com- 
mittee might know. We did a draft bill in the Department, after 
which these gentlemen, whose names have been put in the record, ve 
kindly and generously came in as consultants. Mr. Stuart can te 
you the exact number of days; I understand it was 6. The eight of 
them sat there, and I must tell you that I had a very amusing experi- 
ence because they worked this thing out with blackboards in a true 
actuarial experience. These 8 gentlemen met for 6 days trying to per- 
fect this bill so that we could have something that we could Brite to 
you and say to you that we believed it was sound. 

Mr. Doxutver. Is it fair to say that so far as these gentlemen to 
whom you referred are concerned, perhaps representing a substantial 
segment of the health-insurance field, they are in accord with the pro- 
visions of this bill ? 

Secretary Hopsy. Mr. Dolliver, I have to answer that question, and 
I do not want you to think that I am evading it, but I am answerin 
it literally as the eight agreed that the question could be seawall 
There was unanimous agreement that the gentlemen thought that this 
was the best way to implement the President’s reinsurance proposal. 

Mr. Stuart, am I representing the position of the consultants cor- 
rectly ? 

Mr. Srvarr. That is correct. 

Mr. Do.tiver. I assume that in this group there were representa- 
tives not only of the nonprofit insurance group which might be gen- 
erally referred to as the cooperative groups, and others who are in the 
business to make money. 

Secretary Hornpy. Yes, sir. 

Mr. Dotuitver. Do these consultants represent, among others, some 
of the largest companies in the field? 

Secretary Horpy. Oh, yes, indeed. 

Mr. Dotuiver. As well as some of the less important companies ? 

Secretary Horry. Yes. Mr. Stuart, I think, can give you the names 
of the companies, 1 by 1. 
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Mr. Sruarr. The chairman of the group was Mr. C. Manton Eddy, 
vice president and secretary of the Connecticut General of Hartford, 
Conn. The rest are Mr. Henry Beers, vice president of Aetna; Mr. 
Henry Smith, vice president of Equitable; Mr. Jarvis Farley, vice 
president of Massachusetts Indemnity; Mr. Louis Rietz, vice president 
of Lincoln National Life; Dr. Charles Hayden, Massachusetts Blue 
Shield; and Mr. William S. McNary, Michigan Blue Cross and my- 
self, Cincinnati Blue Cross. 

Mr. Do.utver. Thank you. 

Mr. Perkins referred in his statement and you gave an illustration 
of reinsurance in the life-insurance field, and that principle applies 
not only to life insurance but to fire insurance and many other fields 
of insurance, of course. We are all familiar with that. Is there any 
private reinsurance company in the field of health insurance? 

Secretary Hossy. Mr. Stuart, would you answer that question ? 

Mr. Srvart. It is available to a limited extent. I believe one health- 
insurance plan was reinsured for a time through Lloyds of London, 
and so far as I know in the nonprofit field, that is the only instance 
of reinsurance. 

I think reinsurance is available to some extent to other types of 

olans. 
Mr. Dotitver. I recall in our hearings some weeks ago allusion was 
made to the fact that there was one of the cooperative plans which 
reinsured some of its risk with Lloyds for the purpose of getting 
started. They have now abandoned that, as I understood it. Is it 
fair to say that at the present time there is no private reinsurance 
concern actively ee this field ? 

Mr. Sruarr. I think that is a fair statement, Mr. Dolliver. 

Mr. Dotuiver. Mrs. Hobby, are not some of these cooperative plans 
actually self-insured? For example, we had before us a representa- 
tive of Blue Shield some weeks ago, and this very question came be- 
fore us. As I recall his testimony, the medical profession is the 
organizing body behind Blue Shield. The testimony was to the effect 
that in every one of the Blue Shield organizations, the medical pro- 
fession themselves carry the entire risk. If their premium payments 
are not sufficient to pay the losses, they do the work anyway. Ts that 
your understanding of the situation, sir? 

Mr. Srvuart. For those Blue Shield plans which are on a service 
basis, in which they have a contract relationship with the medical 
profession, individually, to provide the services for the people in the 
income groups below certain limits, that is true. There are some Blue 
Shield plans that are on an indemnity basis, in which the guaranty 
is to reimburse the person so many dollars for the type of operation 
performed or the type of medical services given. In all cases, the 
medical profession sponsors Blue Shield, but in those indemnity-ty pe 
cases there may be additional charges, as I understand it, for services 
performed even on the lower-income group. 

Mr. Dottutver. Would it be aati! under this legislation that 
both of those types of Blue Shield plans be reinsured, or would it 
be only the one type, the indemnity plan? 

Mr. Srvuarr. I think probably the Department should answer; I 
would think so. 

Mr. Perkins. The proposed bill would definitely cover a direct 
service carrier, as well as the indemnity type. I think the statement 
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of the Secretary on that point appears on page 6, the second para- 
graph on page 6, and I will read it: 

It should be noted that direct-service carriers would be eligible for reinsur- 
ance. That is, reinsurance would be available to prepayment plans which furnish 
medical or dental care or treatment through a salaried staff of physicians, 
surgeons, or dentists. However, in these cases we would first have to be satis- 
fied that the carrier has an organizational structure which vests control over 
the manner in which medicine and dentistry are practiced solely in duly licensed 
members of these professions. 

Is that the point? 

Mr. Dotiiver. That is the point. Could we reasonably anticipate 
if this reinsurance program becomes a law, there would be a tendency 
to throw these Blue Shield and Blue Cross plans into the indemnity 
rather than the service group? 

Mr. Srvart. I think the tendency might be in the opposite. 

Mr. Dotiiver. Why do you say that? 

Mr. Srvart. Because the purpose of the bill is to provide more 
comprehensive benefits and cover more people more adequately. The 
service plans that provide services to people give rather compre- 
hensive care. The indemnity plans may or may not; in many cases 
they do provide comprehensive care, but they may not. In the in- 
demnity approach to the problem, a fixed number of dollars is pro- 
vided for a specified type of service. In the service plans there is no 
fixed amount of dollars to be provided. They pay for the services 
needed and given, regardless of the cost. 

Mr. Dottiver. By that statement, do I take it that this proposed 
legislation would tend to increase the character and the quality and 
the length of care that would be given to people covered by any in- 
surance program that came under it? 

Mr. Srvuarr. Of course, Mr. Dolliver, carriers in this field have 
been increasing their benefits rapidly in the last few years, but this 
bill, in my opinion, would have a tendency to accelerate that increase 
in benefits toward more comprehensive coverage. 

Mr. Dotiiver. Mr. Chairman, that is all. Thank you. 

The Cuarrman. Mr. Priest? 

Mr. Priest. Mr. Chairman, I have a question or two at this point 
and there are many questions that will undoubtedly arise as we con- 
sider this legislation which you have aptly described as pioneering in 
somewhat of a new field. 

Mrs. Hobby, I think the committee shares with you the feeling that 
the cost of medical care constitutes one of our top economic problems 
today. The availability and ability to provide for py for ade- 
quate medical care unquestionably is a problem with which we must 
come to grips and find a better solution than we now have. This pro- 
posal before the committee is an effort to take at least one step in that 
direction. There are a great many questions about the specific pro- 
posals in the bill that IT shall not go into at this pea 

I was interested particularly in one chart shown by Mr. Perkins, 
and I want to ask one or two questions on that particular chart. It 
was the chart showing the large percentage of nonearners. The group 
that I am thinking about particularly at this point is the very light 
green in the nonearner group, of the aged and chronically ill, and 
also the lower section showing the percentage on public assistance. 
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Now, as I understand it, the average payment to individuals under 
OASI in the States is about $42 per month. I think that is about 
the national average. It seems to me that the greatest bar to health 
insurance on the part of that fairly large group is the question of 
their ability to pay for any insurance at all. However well the plan 
might be reinsured, there is a large segment of the population that 
still faces a situation in which they do not have enough money to pay 
for any type of prepaid health insurance. The aged and chronically 
ill and those who are already on public assistance constitute that 
group. 

The question that I am asking Mrs. Hobby is, under the provisions 
of the bill before us, what might be expected, insofar as that group 
is concerned, and how would this legislation, if enacted, help that 
particular group ¢ 

Secretary Hossy. Mr. Priest, not that it is significant, but I think 
about the average of the OASI payment is about $50. Now, that may 
or may not be the group that we would be concerned with, because, as 
you know, many of dent people are retired and they have been 
workers and they have had some kind of insurance. This smaller 
green sector on the chart, frankly, is the one that worries me the 
most. Those are the public-assistance cases. As you know, there are 
48 different measures of need, because you are familiar with the way 
that the Federal plan operates in each State. Each State has its own 
standard of need. It determines need. What the Federal Govern- 
ment does is to match what the State determines. 

Now, often those are very low-income people. That segment, I 
would think, would just be a segment that you might have a very 
yreat difficulty in covering under this bill. That was one of the rea- 
sons that I mentioned the limitations. I do not think on the OASI 
group that we have as definite information as that. I do not think 
this il, Mr. Priest, is the solution to all of these problems. I do 
think that it is important as a first step. I believe we would begin 
to identify the problems that we cannot solve in any other way. I 
agree with you that the public-assistance group will not be helped by 
this bill, beeause they cannot include the costs of insurance in their 
family budget. 

The Cuarrman. If the gentlewoman will yield, I have in mind that 
there are three distinct classes: First, the indigent poor which may 
come within that classification that appears on the chart as having 
public assistance, and the other group are the nonearners, which in- 
clude the aged and the chronically ill. I think, generally speaking, 
in the poorer classes, as we might term them, their needs have been 
recognized in the localities by the providing of the services, both 
medical and hospitalization, that is necessary in their cases; so that it 
is not so much, in my opinion, a question of insurance for those that 
are in that very unfortunate condition. 

On the other hand, at the other extreme we have the very wealthy 
who are well able to carry their expenses for medical care and hos- 
pitalization. In between is the vast area of the average person, as 
we might term him, who cannot and would not qualify as an indigent 
person, nor as a wealthy person, but who needs this insurance. 

While we have considerable concern for those who are in the indigent 
class, I think that we must recognize that there is a different provision 
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made for them throughout the United States, both in the State level 
and the county and local level, so that the need there does not extend or 
exist as strongly as it does for that great average in between the in- 
digent and the wealthy. 

Secretary Hossy. Mr. Wolverton, in commenting on that, in one 
of the charts there were 17 million persons in families that spent from 
5 to 20 percent of their income on medical expenses, and then there 
were another 4 million that spent from 20 to more than 100 percent. 
These are the families, and these are the millions of people, that I 
think would receive the most direct benefit from this bill. 

It is well to bear in mind that, again, on that chart which shows 
family income, that 24 million persons are under $2,000. Twenty- 
five percent of those people had some health-insurance coverage. I 
simply would not have expected that and it was very interesting to me. 

So, we know pretty well the great segment of the population that 
this bill could reach if the carriers use it, and if the risks are spread, 
and if people are willing to include a voluntary prepaid health in- 
surance plan in their family budget. 

Now, I might answer—and I do not know whether it is of particu- 
lar interest to the committee, but, again, commenting on the points you 
raise, and the point Mr. Priest raised—that a bill which is before the 
Ways and Means Committee contains a new formula for public as- 
sistance. In effect, H. R. 7199 and H. R. 7200 are companion bills be- 
-ause one bill would extend the coverage under old-age and survivors 
insurance to some 10 million more people. The companion bill con- 
tains a new formula for public assistance, which is a very complicated 
one, and I would not impose on the attention of the committee to ex- 
plain it. 

Simply said, as more people are covered under old-age and survivors 
insurance, and get their benefits as a matter of right rather than on 
a needs test as now occurs in public assistance, and as the number of 
people in a State who receive old-age and survivors insurance checks 
increases, there is an automatic formula in the bill for the decrease of 
public assistance as the need in that State declines. 

Coupled with that is an averaging provision which would allow 
the States to average out, and this is why it would be so important in 
medical care for public assistance recipients. As you know, the sys- 
tem of bookkeeping in each State is very troublesome on this because 
the Federal Government pays four-fifths of the first $25 in public 
assistance or $20 out of the first $25, and then beyond that up toa maxi- 
mum of $55, 50 percent. This makes a total sharing of the Federal 
Government of $35. 

Now, this has been and is now on a individual basis. The State wel- 
fare administrator is compelled under the law to keep books on each 
person in the State. I apologize for taking this much time, but under 
the new formula they could average, and now, Mr. Perkins, if you 
would explain how you take the number of public assistance recipients 
and multiply so that the State actually gets more money for its high 
cost medical care recipients. 

Mr. Perkins. The essence of it is that today the Federal Govern- 
ment does not share in any public-assistance payment made to an indi- 
vidual that exceeds $55, and under the proposal instead of being on an 
individual recipient basis, it would be placed on an average basis. 
So a State could make payments to individuals on public assistance 
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i excess of $55 and still receiv> Federal sharing so long as the average 
payment in the State did not exceed $55. 

In other words, there are many cases where States are forced to 
make high payments because of medical care to individuals on public 
assistance, and under the proposal a State would receive Federal 
sharing on that additional amount that a State has to pay for the 
medical care of its public-assistance recipients, so long as the aver- 
age payment did not exceed $55, rather than an individual recipient 
basis. 

Secretary Hoppy. I may say, Mr. Chairman, that the State wel- 
fare administrators and the executive group which we have had in 
several times have discussed this problem and the way it works, and 
they believe this would be a very important step in helping us meet 
medical-care payments for our public-assistance recipients. 

Mr. O’Hara. If the gentleman will yield, my colleague brings up a 
question which is disturbing to those of ts who come from rural areas, 
because in the problem which you have locally in the small township 
and the small village and so on, as shown on that chart E, under the 
law of the States the responsibility of taking care of those who are 
on public assistance and those who are the aged and chronically ill who 
are not in a position to afford medical care and hospital care and 
attention. 

I do not know whether there is a breakdown in the green area, be- 
tween those on public assistance of the nonearners. It is a realm in 
which the law places a compassionate responsibility and a legal re- 
sponsibility upon the relatives and upon the local units of Government. 

t times, this is a tremendous burden, let me say to my colleague, of 
the local government and the local small unit of government. 

Mrs. Hobby, it is my understanding, if I may ask this question, that 
the new social-security law which is proposed, and my knowledge of 
it is very superficial, is going to be of tremmenidias benefit to the cate- 
gories of the nonearners, the aged and the chronically ill and on the 
public-assistance area to those small local units of government. Am 
I correct on that? 

Secretary Hossy. Yes. To all recipients of public assistance, Mr. 
O’Hara, that would be true. 

Mr. Priest. I will not take time to go into a number of other ques- 
tions, with one exception: I believe in response to a question asked 
by Mr. Dolliver, your reply was that there was not at present a private 
insurance firm engaged in the reinsurance business as far as health 
plans are concerned. 

Mr. Sruarr. The extent of reinsurance of health plans is very 
limited. 

Mr. Priest. I noticed in the provisions of the bill that there is one 
thing that must be found, and one determination that must be made 
by the Secretary in approving an application, and that is that there 
is no other comparable insurance available, 

With that requirement, and with the current situation in which 
there are no private firms engaged, or scarcely any, in this reinsurance 
of private-health plans, or prepaid health plans, the net result of it 
would be that any reinsurance or any appreciable amount would be 
through this veers reinsurance fund by the Federal Government. 

Secretary Hoxspy. As of the present circumstances, that is true. 
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Mr. Priest. If there is any reinsurance at all insofar as the practical 
situation is concerned, it would come from this reinsurance program. 

Mr. Chairman, I will not take further time of the committee at this 
point. 

The Cuarmman. I hope the membership will have regard for the 
fact that there are many members of the committee who probably wish 
to question the witness and so far as Mrs. Hobby is concerned we can 
readily realize that she is not available to us for as long a time as her 
associates will be, so that I would suggest we take advantage of her 
presence today as fully as possible. 

Mr. Beamer. Mrs. Hobby, I was interested in several remarks; I 
know there are many things that many of us would like to ask, but, 
because of limited time, I will confine this to just 1 or 2 thoughts. 

I noticed on page 9 that you referred to this reinsurance plan that 
would meet only 75 percent of the abnormal losses. Do I understand, 
then, that the other 25 percent would be met by the insuring com- 
panies ¢ 

Secretary Hoxsspy. That is the coinsurance feature, Mr. Beamer. 
That is shown on the chart. The carrier would have to lose its con- 
tingencies and profits, and one-eighth of its anticipated administra- 
tive expense, before the Federal reinsurance would be obligated to 
then pay three-fourths or 75 percent. 

Mr. Beamer. The reason I asked that was whether eventually it was 
contemplated that the plan would pay the original loan. And do you 
conceive this fund would be large enough so that it could be repaid 
to the Federal Government ? 

Secretary Hoppy. The $25 million, you mean? 

Mr. Beamer. Yes. 

Secretary Hoppy. Well, sir, my best answer to that is that it is like 
any other business venture; it depends on how much business we get 
and how sound our actuaries are. 

Mr. Beamer. The reason I asked that is this: I take it that it is the 
hope of the administration that the Government does not get into 
business too much or at all. If this fund can be repaid, it is still a 
type of cooperative venture; is that not the purpose of it? 

Secretary Honsy. That is the purpose and the intent. 

Mr. Beamer. Suppose it does not happen. I think we should face 
that eventuality. 

Secretary Hossy. I suppose all of us around this table have gone 
into business an one time or another when we could not guarantee that 
we were going to succeed. 

Mr. Beamer. Let me ask the other question in which I am interested. 
You had an advisory council, and I think that you must have had a 
very capable and a very loyal one. Will there be an advisory council 
to continue; is that provided for? 

Secretary Howry. That is provided for in title 1. Let me go right 
back to that. I think that I can reach that. 

Mr. Priest. It is on page 2 of the bill. 

Secretary Hopsy. That provides for an advisory council of 12, 
who would advise the Secretary on policy matters. 

The reason for that is, as you know, that this is a very complicated 
field. 

Mr. Beamer. I can conceive of that. 
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Secretary Hoppy. And, frankly, we feel that we have not the com- 
petence to go into a thing of this magnitude without having the very 
best advice that we could get. 

Mr. Beamer. Now I have one final question, and you need not 
answer this unless you wish; but you probably have many people who 
have spoken very kindly of the program, and I think all of us would 
like to see something done about it. 

The chairman has aptly called it pioneering in a new field; and, 
whenever there is pioneering in a new field, there is going to be some 
opposition. 

dave you had any group or groups, or individuals refer to this as 
an opening wedge for socialized medicine? You do not need to answer 
that unless you want to. 

Secretary Honpy. I do not believe anyone has referred to that. And 
| would ask any member of my staff if anyone has referred to that. 

Mr. Beamer. Do all of the medical associations give their hearty 
approval to it? I will leave out the word “hearty” and ask only about 
the approval. 

Secretary Hossy. | do not know what the opinion of the American 
Medical Association is on this bill. However, Dr. Keefer had two con- 
ferences with them. 

Mr. Beamer. I presume, Mrs. Hobby, they will be before the com- 
mittee. But I wondered whether you had any statement on that. 

Secretary Hoxsy. I really do not know, sir, what their final deter- 
mination will be. 

Mr. Beamer. I take it that the legislation has been approved or 
reported by other departments of the Government? 

Secretary Hoxssy. By the Bureau of the Budget, the normal 
channels, 

Mr. Beamer. There are other things that I would like to pursue, but 
in the interest of time I will yield the floor. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mrs. Hobby, I observed that your recommendation is 
for the appointment of 12 members of the advisory council to be 
appointed by the Secretary. It occurred to me, as precedents in other 
matters, such epee I believe were by the President of the 
United States. Is there any particular significance why you prefer 
to have it within the agency ? 

Secretary Hoxssy. To tell you the truth, no. I don’t believe it was 
ever even thought of the other way. As you know, I would have no 
objection to the President of the United States appointing them. 

Mr. Harris. I can appreciate that. 

The Cuarmman. I suppose you work on the theory that he has 
already made a good appointment as Secretary. 

Secretary Hossy. Mr. Harris, I do not believe that ever really came 
up for discussion. 

Mr. Harris. May I then inquire as to what size of an organization 
within your Department would it take to administer this program. 

Secretary Hossy. I do not know, frankly; but the best guide I can 
give you, and whether it is a good one or not really only experience 
will tell, is that we asked in the budget message that came up for 
$1,200,000 for administrative expenses for the first year. 

I do not believe we can spend $1,200,000, but that 1s a wide estimate; 
frankly, I do not know what it is going to take. 

46789544 
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Mr. Harris. I realize the difficulty in making an estimate. But 
would it be fair to assume that it would require a number of additional 
personnel within the Department ? 

Secretary Honsy. Yes, sir, I think it would, without any doubt, sir. 

Mr. Harris. Thank you very much, Mr. Chairman. 

Secretary Horsy. And it would require the best qualified personnel 
we could find, Mr. Harris. 

Mr. Harris. Undoubtedly. 

Mr. Hate. I just wanted to ask a few questions about the basic 
philosophy of the act. There are many details that I do not under- 
stand, but I do not want to take time for them now. 

Is it your belief that the enactment of this legislation will accelerate 
very greatly the coverage of these insurance plans over our population ? 

Secretary Horpy. Yes, sir, I do believe that. And I would like 
Mr. Stuart, if he will, to comment on that and tell you about it from 
his experience. 

Mr. Hate. I just want to know, and I am asking this question for 
information, I want to know why it would have that effect. 

Mr. Sruarr. Well, it could have that effect, and I think it should 
have that effect, Mr. Hale. It might not. But we have certain prob- 
lems in covering people in the voluntary prepayment plan not because 
of their unwillingness to provide the coverage for themselves, but 
because they are not in groups of employees that can be easily reached. 

For example, the whole problem of covering the self-employed, and 
the small groups, or the people living on farms. Their enrollment is 
quite an expensive process. 

We think that under this type of bill that the voluntary plans will 
be encouraged to do more than they are now doing to reach these 
pa and to develop means to reach them that are not so expensive. 

nrollment and acquisition now requires too large a percent of the 
total money paid in subscription fees or premiums. 

For example, we think that, as has been done in a few Blue Cross 
plans, we might enro]] a whole community as a group with an arrange- 
ment through the local bank to handle the billing and accounting. 
There are various methods of grouping that have not been very well 
worked out, and we have been somewhat afraid of going into these 
relatively new areas where the actuarial risks are not too well defined. 

We think, also, that in the nonwage and low-income group for peo- 
ple who are self-supporting, except in case of illness, a minimum pro- 

ram can be worked out which will be more effective than anything we 
“ ve been able to offer so far. 

In other words, we believe, Mr. Hale, that the bill will encourage 
plans to cover population groups now inadequately covered, and to 
provide broader and more comprehensive coverage to those that are 
covered. Also, we believe that the bill will stimulate prepayment 

lans to eliminate the exclusions and preexisting conditions which 
eretofore have always been considered necessary in individual under- 
writing. 

Mr. Hate. But this reinsurance fund, or whatever it is called, is 
never going to have any direct relation to any individual or any group, 
is that correct, and it only acts through insurance carriers? 

Mr. Srvarr. But it should encourage us to do more than we are now 
doing and to do things that probably we should be doing today. 
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Mr. Haz. Do you think, for example, that a man in a low-income 
group would be more ready to select health-insurance programs if he 
knew that this reinsurance fund existed ? 

Mr. Srvarr. No, but we would be more ready, I think, to try to work 
out programs to cover him if we felt we were not taking the total risk 
of the experimentation. 

Mr. Hate. When you say “we,” whom do you mean ? 

Mr. Sruarr. The prepayment plans. I am speaking of the volun- 
tary prepayment plans. 

Mr. Hae. You say that the insurance carriers who carry these pre- 
payment plans would be more ready to extend their coverage if this 
Government agency existed ¢ 

Mr. Srvarr. We hope so, and we think it is possible that they will. 

Mr. Hate. At any rate, you think it is an experiment that is worth 
making ? 

Mr. Srvuart. Quite so. 

Mr. Hate. It is an experiment, of course, nobody questions that. 

Secretary Hogsy. It is. 

Mr. Hatz. Is there any legislation in any other country at all like 
this? Is there any precedent for it? 

Mr. Srvarr. I think if you would ask that question of Mr. McNary, 
who is scheduled to appear before you on Friday, he can give you the 
answer. There may be some precedent in Australia, and he has studied 
that program. 

Mr. Hate. Thank you very much. 

The Crarmman. Mr. Rogers. 

Mr. Rocers. Mr. Chairman, before I ask Mrs. Hobby this question, 
I want to state that I attended the program of Youth Wants to Know 
last Sunday afternoon, or the Sunday before, on which Mrs. Hobby 
was on the program. She did a most excellent job of answering the 
youths who were propounding questions to her. 

Now, I want to ask you this question, do you interpret this at all as 
being subsidizing the insurance companies $ 

Secretary Hossy. No, sir; I do not think so by the remotest stretch 
of the imagination, Mr. Rogers. I think the principle of reinsurance 
is very well established. All that it does is to broaden the base of 
the risk. No, sir; I do not think it subsidizes insurance companies, 
Mr. Rogers. 

Mr. Rocrrs. Could you consider it as a subsidy to the insurance 
companies that, if they had a loss, they would be paid back for what- 
ever loss they had to pay? 

Secretary Hossy. I do not believe it is a subsidy. I would like to 
have Mr. Stuart speak to it, and perhaps Mr. Perkins would, then, like 
to comment. 

Mr. Srvuart. The special consultants did not think that there was 
any subsidy in the bill. 

Mr. Rogers. Suppose your company had a loss? 

Mr. Sruarr. Of course, but the fund would write more than one 
reinsurance plan. You might lose on one, but you should gain on 
others. This would not be in any way a subsidy. 

Mr. Rogers. The loss would be taken out of the taxpayers’ money 
is that not right? 

Mr. Stuart. But there would be gains in other plans to the fund 
which would offset the losses. 
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Secretary Hossy. They pay for the reinsurance fund. 

Mr. Perkins. Perhaps I passed over too fast on these last two points 
of the chart. No. 6 here is the Federal liability. It is limited to the 
fund to the $25 million authorization of borrowing power, plus the 
amount paid in as reinsurance premiums. In our opinion, it is en- 
tirely on a nonsubsidized basis and self-supporting. 

The important thing to recognize is that the fund receives income 
from reinsurance premiums. These reinsurance premiums would be 
calculated by the actuaries, with a view of making it self-supporting, 
just as though it were a reinsurance enterprise. 

If the actuaries are right and the reinsurance premiums are ade- 
quate to cover the reinsurance risk, it should be a self-supporting 
enterprise. 

Mr. Rocer. Suppose it is not self-supporting, then, what would you 
call it 

Mr. Perxins. If the actuaries turn out to be wrong and the whole 
thing fails, then we have not run the business right; and I suppose it 
is up to Congress to decide it goes any further. 

The Carman. I suppose all insurance is in the nature of a sub- 
sidy; it subsidizes the individuai against his cost. What does an in- 
surance company do when they take an insurance on the life of an 
individual with the thought that he is going to live to 90 and he dies 
at 40% There you have a great loss. 

So the whole subject, it seems to me, is one that is more or less of a 
question of subsidizing. 

Mr. Heseiton. Mrs. Hobby I had to appear before another com- 
mittee anf I did not have the privilege of hearing your full state- 


ment. I will, however, read you statement carefully. But my at- 
tention was called to a rather unusual provision in section 406 as to 
the effective date. 


* * * nothing in this Act shall require the Secretary to receive or consider 
applications under title III before such date as the Secretary may determine. 
I assume there was some reason for that. 

Secretary Hoppy. There is and it is a very simple reason: We do 
not know how soon we could be ready to do it. That is the reason 
we wrote it just the way we did, because we have had enough experi- 
ence in trying to write this bill to realize how complicated and tech- 
nical it is to set it up on a right and sound basis. And that is in 
there because we want to do it at such time as we thought we were 
ready to proceed. 

Mr. Hesevtron. Thank you. 

Mr. THornserry. In your statement, Mrs. Hobby, which begins at 
the bottom of page 13, you point out some of the purposes which you 
hope will be accomplished under the reinsurance bill. Now, as a 
matter of fact, if we do not accomplish a large part of those objec- 
tives, then there is no use for this program, is there? We are not 
contemplatin reinsuring programs as they exist now. 

Secretary Horsy. Mr. Stuart answered that, but I will answer the 
general intent of it. 

If it promoted the purpose of the program and broadened and 
improved coverage, a carrier could really revise an existing plan. 
He might pay for more days in a hospital. He might give more sick 
benefits, and he might extend it into these expensive areas that Mr. 
Stuart was talking about. 
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And at that point, I wish someone would nn that chart up. Mr. 
O'Hara has gone, and I wanted him to see that. But I think all of 
you will be interested in that chart. 

That chart shows the percentages of the population in those States 
having coverage. You can see in some of the sparsely settled areas 
we have the lowest coverage because it is expensive to the insurance 
carriers to sell there; it is expensive to enroll groups. 

As Mr. Stuart said, unless you could get a township in a group, 
which we would hope to do under this plan, it would be difficult. 
Could you answer the technical aspects of that, Mr. Stuart. I think 
you can do it better than I. 

Mr. Srvarr. Well, if it served no other purpose and reinsured no 
programs at all, Mr. Thornberry, I think it would have the effect of 
encouraging us to do the job in the voluntary field ourselves. 

The suggestion was made a while ago and I said there was very 
little reinsurance available. I think this bill might stimulate insur- 
ance companies to go into the reinsurance business in a much larger 
scale. But I can think of no prepayment plan, that cannot, if it 
wishes, use this program to the advantage of the people. 

For ‘example, in Cincinnati, in that area we have about 85 percent 
of the population enrolled in some type of health insurance for 
hospitalization and 63 percent have Blue Cross. But we have not 
extended coverage in the hospital beyond a certain number of days. 
We have not taken care of long-term catastrophic illness. And we 
would like to think in terms of using this reinsurance program to go 
further in providing protection for catastrophic illness and major 
medical expense. 

Mr. TuHorneerry. I think you have partly answered my question, 
but my point is that the purpose of this program is not to be fur- 
nishing reinsurance to carriers who are furnishing the services we 
have today, but the purpose of it is to extend the coverage and make 
it more comprehensive. I do not suppose, if someone came to you with 
a program which is being carried on now, there would be much 
interest in furnishing reinsurance to the carrier who does not intend 
to improve his program. Is that what is contemplated ? 

Secretary Hossy. Mr. Thornberry, I think there is another reason 
why he would not be coming to us. If he is making money out of 
it and it is a sound plan, there is no reason in the world why we would 
pay a reinsurance premium and share his profits. 

Mr. Tuorneerry. That is right as to existing carriers, but you 
ure going to have some carriers who will say: “We would like to 
go into the business and furnish certain programs. We haven’t done 
it before, and we would like to shave the reinsurance and we would 
be willing to pay the premiums.” 

But, if these people are not able to improve on what we have now, 
there would not be any reason for reinsurance as to them; would 
there be? 

Secretary Hozssy. The whole purpose is to broaden and improve 
prepaid voluntary health insurance. 

Mr. THornBeErrY. Now, we have gone over the original chart on 
people who do not carry hospitalization now, and I am not going back 
to those on the left-hand side of the circle. 

But I want to talk about the low-income group who for some 
reason or other now do not carry hospitalization insurance. I would 
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suppose from the chart it is indicated, because of their low income, 
they are not able to afford it. . 

Is it contemplated that under the reinsurance program of this bill, 
or under this bill, that there will be a coverage for which the premiums 
would be less and would encourage the folks in the blue section to 
carry hospitalization ¢ 

Mr. Stuart. It might have that effect, Mr. Thornberry. Actually 
we ought to be — care of those now regardless of any Federal 
reinsurance program that might be coming up. 

But we have not been quite flexible enough in our programs. With- 
out too much expense we have not found a method of getting to them 
unless they were employed in groups. 

I think this will encourage us to find ways of covering these people. 
Actually, of people earning less than $3,000 per year, 41 percent have 
some kind of health insurance. 

Mr. THornBerry. I am very much interested in the chart, and you 
say there that even under $2,000, a fourth of them are carrying insur- 
ance. But still you have a chart showing that 63 million people of 
the United States today are not carrying it, and half of those are 
not going to be affected c this program. 

And now you have somewhere in the neighborhood of 30 million 
people who because of low income are not having medical care avail- 
able to them. 

What I am interested in is whether under this program we are 
going to be able to extend coverage to where it will be available to 
that group ? 

Mr. Sruarr. We hope we will be encouraged to do so, but I call 
your attention to the fact that this whole program is very young and 
it has only been a score of years since we have had health insurance 
of the type we are talking about here today. It has grown very 
rapidly in the last 12 years from a few million to many millions. At 
the same time, it has extended benefits and coverage. 

We are making rapid progress. I think this bill will encourage 
us to go even faster, particularly in the areas where we have not 
ventured very far. 

Mr. Tuorneerry. I was going to say that is exactly what a doctor 
in talking against this bill told me in a letter. He said we have just 
started and made rapid progress in the last 12 years and therefore 
there is no need for this bill. But when you urge that this bill will 
encourage us to go faster, that is an answer. 

Thank you, Mr. Chairman. 

The Cuamman. Are there any further questions, gentlemen ? 

Mr. Youncer. I want to express my appreciation, Mrs. Hobby, for 
this statement. I think of all of the good statements that have come 
from your department, I think this is the finest explanation of a very 
technical subject that I have seen in my brief experience. 

Secretary Hossy. Thank you. 

Mr. Youncer. I want to also compliment you on being a little 
uncertain about the effective date. Too many of our governmental 
projects have started out with a definite effective date without any 
concern as to whether or not the Government is going to be prepared 
to do the job on the effective date; they have been crowded into a 
position and made too many mistakes at the original inception of a 





HEALTH REINSURANCE LEGISLATION 51 


good program. I certainly want to compliment you for that caution 
that you have exercised here in this bill. 

In regard to the subsidy, further than what has been said, I doubt 
if you could say that there is any program that could be called subsi- 
dizing if there is a premium charge for the risk. 

Secretary Hossy. You say it much better than I do. 

Mr. Younerr. That to me is the test of whether or not it is a 
subsidy. If you are charging a premium and taking a risk, then 
that is not a subsidy; and this is not a sudsidized program in any 
sense of the word. I think that that is one thing that ought to be 
emphasized. 

I am only sorry that our State of California is not in that group of 
60 to 80 percent, and I do not understand why, because we have been 
in our State, as you know, in the forefront of the prepaid plans. Tama 
little surprised and disappointed at that. But Iam certainly delighted 
with your presentation. 

Secretary Hossy. Thank you very much. 

Mr. Petty. Mr. Chairman, I realize the bells have rung, and I 
will not have the opportunity to ask questions, but I thought possibly 
a better illustration than the one used of a life-insurance policy, of 
reinsurance, might be fire insurance where no one single company 
wants to take a risk in any block or any community or any area that 
is greater than it can afford to take. 

That is exactly to me what this legislation will provide, the dividing 
of the risk and spreading the risk in the health field. 

Secretary Hoxpsy. I really think that your suggestion is better 
than ours. 

Mr. Petiy. As Mr. Younger has pointed out, you have made a fine 
presentation on a very technical bill in a very concise and clear way, 
and I think we are all indebted to you for this help. 

Secretary Hossy. Thank you very much. 

Mr. Busx. I just wanted to ask one question here. That is in refer- 
ence to the actuaries. Were they representatives from the large in- 
surance companies or from the Blue Cross or White Cross, or what? 

Secretary Honsy. There were two from Blue Cross, and they are not 
actuaries. They are Blue Cross executives. 

All of the others were actuaries, except Dr. Hayden, who is a physi- 
cian and Blue Shield executive. 

I am very glad you asked me that question, Mr. Bush, because it will 
give me an opportunity to put something into the record for these rhen 
who were so generous in coming down here and helping us. They did 
not come as representatives of their companies. They came as indi- 
vidual citizens and actuaries—and I would like the record to show that 
these gentlemen were not here representing their companies. They 
helped us prepare this bill. 

Mr. Busu. But they did this work entirely at your request ? 

Secretary Hopsy. I invited them and they came down; Yes, sir. 

Mr. Busu. That is all. 

The Cuatrman. The work on the floor this afternoon is of such a 
character that I doubt the possibility of holding a session this after- 
noon. I am fearful that the time that would be available to us would 
be so short that it would not warrant the inconvenience that it would 
be to bring the witnesses back this afternoon. 
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It is our intention to proceed tomorrow morning at 10 o’clock. I 
would like to inquire as to whether it would be possible for the wit- 
nesses who have accompanied you today, Mrs. Hobby, to be present 
tomorrow morning at 10 o’clock ? 

Secretary Hossy. Mr. Stuart plans to return tonight, Mr. Chair- 
man, and everyone else that is here can be present, with the — 
exception of Mr. Rockefeller, for a short time. We are before the 
House Committee on Appropriations beginning at 9:30 in the morn- 
ing, and that is where we were yesterday when we came to your com- 
mittee in executive session. Everybody else will be here; and, if the 
Committee on Appropriations lets us off on short order, we will be 
right back. 

The Cuatrman. That is very kind, and we appreciate it. We will 
proceed, then, tomorrow morning at 10 o’clock. 

I think, as you have observed this morning, many members cut their 
questioning short in order that other members might have an oppor- 
tunity; of course, there will be no disposition upon the part of the 
Chair or this committee to, in any way, limit the membership in the 
questions they may wish to ask, so that they will take advantage of the 
opportunity as it is afforded. 

I realize that, with the program as we have set up for our hearings, 
there will be many diversified views that will be expressed before we 
have finished. And it may be at that time, Mrs. Hobby, that we would 
be pleased if we could look forward again to your appearance in case 
the committee should decide that that would be the course to pursue. 

Secretary Hossy. I am always available, Mr. Chairman. 

The Cuarmman. Thank you. 


The hearing will stand in recess until tomorrow morning at 10 
o'clock. 

(Thereupon at 12: 30 p. m. a recess was taken to reconvene at 10 a. m., 
Thursday, March 25, 1954.) 
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THURSDAY, MARCH 25, 1954 


Houser or REPRESENTATIVES, 
CoMMITTEE ON INTERSTATE AND ForetGn CoMMERCE, 
Washington, D. C. 
The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 
The CuHatrMan. The committee will come to order. 


STATEMENTS OF ROSWELL B. PERKINS, ASSISTANT SECRETARY 
OF HEALTH, EDUCATION, AND WELFARE; DR. CHESTER S. 
KEEFER, SPECIAL ASSISTANT FOR HEALTH AND MEDICAL 
AFFAIRS, DEPARTMENT OF HEALTH, EDUCATION, AND WEL- 
FARE; JAMES E. STUART, CHAIRMAN OF BLUE CROSS COMMIS- 
SION; ROBERT J. MYERS, CHIEF ACTUARY, SOCIAL SECURITY 
ADMINISTRATION; AND THEODORE ELLENBOGEN, OFFICE OF 
THE GENERAL COUNSEL, DEPARTMENT OF HEALTH, EDUCATION, 
AND WELFARE 


We will start where we left off yesterday, and endeavor to be a bit 
brief in questions in order that everybody might have an opportunity. 
It would be my intention today to recognize first those who did not 
get an opportunity yesterday to question the officials from the Depart- 
ment of Health, Education, and Welfare. 

We were informed yesterday that Mrs. Hobby has another engage- 
ment with the Appropriations Committee and that she would return 
here as soon as she is able to complete her appearance before the other 
committee. 

So that if any of you wish to examine Mrs. Hobby, have that in 
mind, that she will probably be here if she can get away from the 
Appropriations Committee. 

Now, there are different members of the Department here, so that 
if the questioners will indicate to whom they would like to address 
their questions, we will have that person available so that you may 
do so. 

Are there any questions, gentlemen ¢ 

Mr. Bennerr. Mr. Chairman. 

The Cuarrman. Mr. Bennett. 

Mr. Bennett. I think this question should be directed to Mr. Per- 
kins, but he can decide whether someone else should answer it. 

My thinking on this bill is perhaps, like many others, confused up 
to this point and I assume that as we go along with the hearings 
perhaps some of the questions I have in my mind will be clarified. 

53 
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Now, with that in mind, J will tell you what is troubling me at the 
moment. 

The Secretary testified—and I have no reason at all to doubt the 
accuracy of her statement—that there is no subsidy for insurance 
companies provided for in this legislation. 

Now, assuming that is the case, then my question is, What, as a prac- 
tical matter, do you hope to be able to do or accomplish, in the way 
of providing better health insurance under your proposal? 

Mr. Perxtins. The answer to that is that we do not think that you 
need to give the insurance companies an outright subsidy in order to 
encourage their expansion and improvement of their plans. If they 
are offered the opportunity to spread their risks we believe that they 
will be induced, or at least given the opportunity, to move into areas 
where they do not have experience. It would fill a gap which has not 
been filled so far, namely, to have going and active reinsurance in 
operation and offering itself to the carriers for the sharing of risks 
in new areas. 

Mr. Bennetr. Well now 

Mr. Youneer. Will the gentleman yield there for just one point? 

Mr. Bennett. I will be glad to. 

Mr. Youncer. I think this is quite comparable to the FHA and I 
had the privilege of sitting in with FHA when it originally started, 
and if you will recall at that time, no individual lender would go 
beyond 15 years, and a 20-year-loan basis was established, and it was 
not any time until the regular lenders were lending on their own 
account uninsured for 20 and 25 years, on their own account, and that 
was stimulated by the fact of the FHA, and the experience that has 
grown out of the FHA and I think that this will prove much the same 
experience. That is all. 

r. Bennett. Well, I hope it will; but I am still not convinced, 
although my mind is open. I certainly believe that Congress ought 
to do it, if it is possible to do so, everything it can to make available 
better health insurance protection for the American people; but now 
under this proposal, could X, as you have it on your chart, could X 
take advantage of the provisions? 

Now, let us assume that they start in a new field; that they have not 
previously been in‘and as a result of that new start they lose money, 
and the Government comes in and pays 75 percent of the loss, and the 
company absorbs the other 25 percent. 

Now, the question is this, assuming that you get, you stimulate, a 
company to take advantage of this program and they start something 
new and immediately, or within a year or so, they have a loss. 

Do you think that we can assume the company would continue a 
program like that and pay 25 percent of the losses just to get 75 percent 
under this reinsurance ? 

Mr. Perkins. Well, I think two factors would enter into the com- 
pany’s thinking. First, it would probably readjust its premium rates 
and secondly, even after readjusting its premium rates it would prob- 
ably want to take a long cold look at this plan it had set up and see 
whether with the readjustment it would be a plan that would operate 
on a break-even basis, at least over the long term. But, I do not think 
that the fact that a company should lose in the first year would neces- 
sitate a decision on its part that it abandon the plan. 
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Mr. Bennett. It certainly would not want to continue on an un- 
profitable basis. 

Mr. Perxtns. Certainly not for long. 

Mr. Bennett. Now, most of our insurance companies, particularly 
our large insurance companies, have been in business, some of them as 
long as the Government has been established, and they have had a lot of 
experience in this field. 

ow, I assume the reason they have not gone into a particular pro- 
— of this kind to date, is based primarily on the fact, or two facts: 
irst, that the premiums they would have to charge would make it 
impossible to sell the policy or if they put the premium at a level to be 
salable, it would be unprofitable to them. 

How much consideration has been given to a situation of that kind? 

Mr. Perkins. Well, we do not think that the fact that insurance 
companies are not in certain fields means that they cannot and will not 
go into those fields. It is a question of time, to a large extent. They 
have not had the experience in those fields, and insurance companies 
are, by nature, conservative. They have to be. Their whole operation 
is based upon experience. 

Now, until they develop the experience which takes many years of 
just inching further into new areas, until they develop that experience, 
they cannot launch a full-scale plan in a new area. 

Mr. Bennett. Now, let me ask 

Mr. Prerxtns. Will you excuse me, sir, until I finish this thought ? 

Mr. Bennetr. Yes. 

Mr. Perkins. But, we think this will speed up the process by giving 
them something which is in some respects a substitute for experience, 
by giving them this reinsurance, so that they can take the risk and 
move faster than they otherwise would. 

Mr. Bennett. Let us take one particular feature of health or hos- 
pital insurance, or any other system that you wish to take. Give me an 
example of the kind of things, of the better insurance, and the wider 
coverage of insurance you expect will result if this legislation is 
adopted. 

Mr. Perkins. If I may, I would like to refer to the statement that 
was made by the Secretary on that score, because I do not think I 
can improve on it. She said on page 13 of her statement—this is at 
the very bottom of the page: 

For example, perhaps the number of exclusions from coverage under certain 
forms of health policies can be reduced. 

Mr. Bennetr. Now, what does she mean by that ? 

Mr. Perxrns. Well, as you know, many policies today contain cer- 
tain exclusions, that is, as to certain types of diseases, and illnesses, 
and it was hoped the number of those could be reduced. 

Mr. Bennett. Give me an example of some? 

Mr. Prrxins. Tuberculosis, mental diseases—— 

Mr. Bennetr. Do you feel that in cases where tuberculosis and 

. . ‘ . 
similar types of chronic diseases are presently excluded, that the adop- 
tion of this bill will be an incentive for those companies to provide 
such ? 

Mr. Perkins. Precisely; an incentive. We do not want to go any 
further than that. We do not want to say that the bill will of itself 
remove such exclusions. It depends on what the insurance companies 
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do. But, we do think it will encourage them to do exactly that type 
of thing. 

Mr. Bennetr. Why is it that they are not doing it today? Is not 
the answer obvious ¢ 

Mr. Perkins. I would like to have Mr. Stuart answer that, because 
Tam sure he can do it better than I can. 

Mr. Sruarr. Many organizations now are covering tuberculosis 
and nervous and mental conditions for a limited period of time. Prac- 
tically all of the Blue Cross plans do so; or if the treatment is carried 
on in general hospitals, many of the insurance companies do it also; 
but there are general limitations in that area of that type of condition 
or diseases. With tuberc ulosis, nervous diseases, and mental diseases, 
there are also other limitations as to conditions that now exist when 
you take the coverage. This is true in all, or practically all, individual 
contracts, and in some group contracts. It is the hope of the Secretary 
that in some group contracts some of those preexisting limitations 
might be removed. 

Mr. Benner. I understand that is the hope, but I am just wonder- 
ing ab.ut it as a practical matter. You are in the insurance business 
at the present time. 

Mr. Sruartr. We have made tremendous progress in the last 10 
years in removing those conditions. Now, most of the larger group 
companies do not have, for example, a preexisting condition clause 
in any group contract, and few of the Blue Cross contract plans have. 
Originally, we all had. 

Mr. Bennett. In your Blue Cross plans there is no fixed premium 
on those and you have raised the premiums from time to time and 
have raised—I am not saying that you should not have done so—but 
over the period of years your premiums for Blue Cross have been in- 
creased substantially. 

Mr. Srvarr. That is correct, simply because we are paying the 
hospitals on the basis of their costs and their costs have increased. 
In other words, so far as the subscriber is concerned, his bill is still 
being paid in full under the Blue Cross program, because we pay the 
hospital in full. 

Mr. Bennerr. Now, you can do that up to a certain point, that is, 
the Blue Cross or similar types of organizations can increase their 
premiums to meet the increasing liabilities they have; but you reach 
a saturation point sometime on that particular thing. 

Mr. Stuart. We have often thought that we had. 

Mr. Bennerr. You have thought that you had. 

Mr. Sruarr. I say that we have often thought that we had, but 
apparently we had not. The insurance companies do the same thing. 
Their rates are increased as their benefits must necessarily increase to 
meet the needs of their groups. 

Mr. Bennerr. Most of them are not as flexible, so far as increases 
are concerned, as health insurance. 

Mr. Srvarr. That is correct. 

Mr. Bennett. Or hospitalization. 

Mr. Srvarr. That is correct. 

Mr. Bennetr. Well, Mr. Perkins, can you give any other specific 
examples? 

Mr. Perkins. Well, the Secretary’s next comment was “Perhaps 
the benefits can be made far more comprehensive as to total limits, 
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thereby providing better protection against major medical expenses.” 
Now there, she was thinking, as you know, that policies often contain 
protection for a specified number of days in a hospital. The hope 
would be a gradual increase in that limit on the number of days. 

Mr. Bennerr. Do you think this legislation would help to, or would 
cause insurance companies to, provide on a wider scale the so-called 
policies that cover unusual or catastrophic medical expenses ¢ 

Mr. Perxtns. Very definitely; yes, sir. 

Mr. Bennerr. What makes you say that? 

Mr. Perkins. Well, I understand that type of risk is something 
that the insurance companies have been reluctant to undertake and 
that if they were given the assurance that 75 percent of their abnormal 
losses in any given year would be taken up by another party in return 
for the payment of a reasonable premium, it might influence them 
then to undertake that risk. 

Mr. Bennerr. I have some other questions, Mr. Chairman, but I 
will defer them until later. 

Mr. Priest. Will the gentleman yield? 

Mr. Bennetr. Yes. 

The CHamman. Mr. Priest. 

Mr. Priest. Mr. Perkins, has there been up to this time any pre- 
liminary studies as to the possible range of reinsurance fees? 

Mr. Perkins. Yes, sir; there has been. 

Mr. Priest. Fees that should be paid by the carriers into the rein- 
surance fund? 

Mr. Pernins. Yes, sir; there has been. The Chief Actuary of the 
Social Security Administration, Mr. Robert J. Myers, who is here with 
me, has done some preliminary studies looking into that line. 

We have ascertained through his preliminary studies, made on the 
basis of certain assumptions, that the range of reinsurance premiums 
might go all of the way from something on the extreme low side of a 
quarter of 1 percent to, on the extreme high side of 4 or 5 percent. 

Mr. Priest. Well, now, Mr. Perkins 

Mr. Perkins. Excuse me. That is of the total premium income of 
carrier for the reinsured plan. 

Mr. Priest. The total premium income? 

Mr. Perkins. Yes. 

Mr. Priest. Now, let me ask this question: Suppose an application 
for reinsurance is filed by a carrier. Of course, before there is an 
approval, the Secretary must make a number of findings and there 
will be promulgated certain regulations and criteria of standards 
which will have to be met in a general sense. So all reinsurance fees 
will vary, according to the application. It might be one percentage 
for one carrier and a different percentage for another carrier. 

Mr. Perkins. Very definitely. 

Mr. Priest. It will not be a flat fee applicable to all carriers. 

Mr. Perxrns. No, sir. Mrs. Hobby indicated in her statement, at 
page 9: 

This bill does not specify a statutory premium rate. Rather, reinsurance 
premiums would be fixed at different rates for the different health service pre- 
payment plans to be reinsured, so as to reflect, in accordance with actuarial 
principles, the respective hazards involved. 

Mr. Priest. On the type of coverage and the number of other ele- 
ments that might enter into the situation. 
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Mr. Perkins. Exactly. 

Mr. Primsr. Mr. Chairman, I will not ask other questions at this 
point, but, Mr. Chairman, may I make this suggestion? I hope at 
some point during the hearings, while Mr. Perkins or some of the mem- 
bers of the Department staff are with us, we can get a statement as to 
the point by point procedure in the development of this program, at 
one particular point in the hearings. I will not ask for it at this time, 
but I hope we can get a detailed brief and concise point by point state- 
ment of procedure, assuming that the bill is enacted; that it becomes 
a law, then what will follow, point by point, step by step. 

The Cuarrman. To make it effective. 

Mr. Priest. To make it effective. I will not ask for that at this time, 
Mr. Chairman. 

The Cuamman,. Yes. Mr. Perkins referred to the chief actuarial 
officer of the Department, Mr. Robert J. Myers. I am glad to say for 
the benefit of the members of the committee that in my opinion, and 
this is based on an observation of Mr. Myers over a long period of years, 
there is no one that I have greater confidence in than I have in him. 
That does not necessarily apply to the point that you would be agree- 
able to everything, because whether you can agree to a thing sometimes 
depends on the amount of knowledge you have, but as I have found 
Mr. Myers over a period of years, I have found him one of the most 
careful, most conscientious, and most dependable officers in our Gov- 
ernment in the particular field in which he has been active, and I 


thought I would like for the committee to know what my experience 
with Mr. Myers has been over the period of years, and I am very 
much pleased to learn of his interest in this particular bill. 


Mr. Myers. Thank you, Mr. Chairman. 

Mr. Perkins. The Department is highly honored by your statement, 
Mr. Chairman. 

Mr. Priest. I will yield the floor, Mr. Chairman. 

The Cuarmman. Any further questions, gentlemen ¢ 

Mr. Preity. Mr. Chairman. 

The Cuarrman. Mr. Pelly. 

Mr. Petry. I would like to ask if there has been any enthusiasm on 
behalf of the carriers since this idea was developed. 

Mr. Perxrns. I do not think we ought to try to speak on behalf of 
the carriers, Mr. Pelly. We have had various informal comments 
from the people, but no official communications from any carrier, and 
I think that it would really be inadvisable for me to try to represent 
their opinion. 

Mr. Preity. You will let them speak for themselves. 

Mr. Perxrns. I hope they will come before you, and I know some 
of them are scheduled to come before you. 

The Cuarrman. Mr. Pelly, if you will yield for a moment, I will 
call to your attention, and also that of the committee, that tomorrow 
we will expect to have representatives from the American Hospital 
Association, and the Blue Cross Commission, and on Tuesday we will 
have the representatives of the Life Insurance Association of Amer- 
ica. We will have representatives of the Health and Accident Under- 
writing Conference, and on Thursday the American Federation of 
Labor, and on Monday, April 5, the American Medical Association, 
and I might say that we are arranging further schedules for others 
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who wish to be heard; but that is all I can indicate today. I think 
that that will indicate to you that before we hxve finished these 
hearings we will have every segment we are able to contact who have 
any interest in the legislation of this kind to be present, the desire 
being that we shall know all we can in favor of and any objections 
that may be made to the legislation, or what modifications if any 
might be suggested, to the end that we will have as nearly perfect 
a bill, in the event the committee reports a bill. 

Mr. Dotitver. May I make an inquiry at this point? 

The Cuamman. Yes, Mr. Dolliver. 

Mr. Dotuiver. Do I understand that no representatives of any in- 
dividual insurance companies or representatives of group insurance 
companies are appearing ¢ 

The CuatrmMan. Those that I have mentioned represent groups of 
insurance companies, 

Mr. Dotiiver. But not individuals. 

The Cuamman. Yes, I am inclined to think from the correspond- 
ence that we are having some individuals will be here. As I said we 
have not yet completed the list, so I cannot answer that until later, 
after our list has been completed. 

Mr. Petty. Mr. Chairman. 

The Cuairman. Mr. Pelly. 

Mr. Petxy. I will proceed because I only have one more question. 

I think it is fair to say that probably the reason that there is some 
doubt, or lack of enthusiasm about the program is because nobody 
knows very much about it. I know I have heard from my own Blue 
Cross, which I have a very high regard for, and they have indicated 
that they do not think that they would need it, and I am just assum- 
ing that cemes from the fact that they really do not know very much 
about it yet. 

Mr. Perkins. I think that that is a very fair statement. 

Mr. Petty. I think it will be very interesting to have the testimony 
of these areas as this hearing progresses, because it is certainly a 
pioneering program and interests me a great deal. 

I have wondered sometimes whether it would not be a little cheaper 
to take a Lloyds’ policy, as we had an example of in previous testi- 
mony, paying $3,000 for a million dollars worth of coverage in the 
New Jersey Blue Cross; but it may be this would be a cheaper program 
and be enthusiastically received. 

Thank you, sir. 

The Cuatrman. As an indication of interest, Mr. Pelly, this pile of 
mail that I have before me there is just what came in yesterday. So 
you can see from that the very great interest there is in this subject 
and that has pretty good reference to one feature of the bill in 
which people are asking for legislation to be helpful to them. 

Mr. Petty. That is quite interesting, because not very many people 
know much about it. 

The Cuarrman. You would be surprised. If you will come into my 
office and help answer the mail, I think you will find that there is a 
tremendous number of people who are interested in it. 

As I said yesterday, I know of no subject in all of the years I have 
been a ugher of Congress that has created so much interest as this 
particular legislation has. 
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Mr. Hate. Mr. Chairman, you are talking about health legislation 
generally, or this particular reinsurance? 

The Cuammay. I am talking about both. Maybe my remarks do 
not stress the point you would like, in connection with this bill. 

Mr. Prrest. Mr. Chairman, may I ask a question there with 
reference to the mail situation ? 

The Carman. Mr. Priest. 

Mr. Prmst. I have a feeling that perhaps a great many people 
generally believe that this reinsurance program, if enacted and put 
into effect, will provide some individual benefits that a private citizen 
may receive, some benefits directly through this program, which, of 
course, as I understand it, is not true. 

The relationship is entirely between the insurance fund and the 

carrier of insurance. The individual as such does not come into the 
particular picture. 

I think that phase of it should be cleared in the public mind, because 
I believe that some of the mail probably reflects the feeling that Jack 
Johnson at 1006 19th Street can directly receive some benefits through 
this particular fund, just as Jack Johnson of the same address would 
apply to the RFC for a loan for his business, and I believe we should, 
in the very beginning, clear that in the public mind, that that is not 
that sort of a proposition, if Iam correct, and I believe I am. 

Mr. Perkins. Yes, sir; you are correct, and I think you are doing 
the Administration a favor to clarify that in the public mind. 

The plan’s success and its benefits to the individual depend upon 
what the carriers do under it. 

The Cuarrman. Well, of course, I do not know what kind of com- 
munications are received by other members of the committee. I can 

say very definitely that I do not have in mind one single letter, of 
all the hundreds—I guess thousands—that I have received—and I 
take occasion to look at each of them ever y day as they come in, and 
there has not been one that I can recall that spoke of the bill in terms 
of individual benefits, except indirectly, to the end that the policies 
that they would have would be a better protection than the policies 
that they now have, and that would relate in most cases—or a great 
many—I will put it that way—relates to this cancelability that exists 
in most of the policies that are in operation at the present time; that 
is, aS soon as there is some illness of a certain kind develops, then the 
first opportunity that the company has, or the group can have, the 
insurance is canceled, and that stands out prominently in all of the 
mail that I have received. I venture to say that anybody that looks 
at this mail will be impressed with that fact. 

Here is one that covers a more general character, and a noncancel- 
able policy. 

That is the burden of all letters, or most of the letters that I have 
received. 

Mr. Rocers. Mr. Chairman. 

The Cuatrman. Mr. Rogers. 

Mr. Rogers. Mr. Perkin, I would like to have you comment on 
why this reinsurance should be restricted to abnormal losses. 

Mr. Perkins. Well, perhaps the term “abnormal losses” is an un- 
happy choice of words. We could perhaps use, or call it “losses.” 
Mr. Rocrers. What? 
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Mr. Perkins. We could perhaps use the term or call it “losses.” 
We used the term “abnormal losses” simply to indicate that there is a 
provision in the formula for the absorption by the carrier of one- 
eighth of what it has set aside for administrative expenses before 
there would be reimbursement under the reinsurance formula. 

Mr. Rocrrs. But it appears to me from the language used that you 
are not going to— 

Mr. Perkins. I beg your pardon. 

Mr. Rocrrs. You are going to let the Government just participate 
in the losses. In other words, they can only insure against losses. 
Is that the purpose of it? Insure against losses, abnormal losses. 

Mr. Perxrins. You say, is that the purpose of it ? 

Mr. Rogers. Yes, to insure against abnormal losses; get reinsurance 
against abnormal losses. 

Mr. Perxrns. Well, I think that really all the carriers would want is 
reinsurance against losses. Of course, the Government would share in 
favorable experience as well. 

Mr. Rocers. Why do you not say that that is so? You do not say 
that. ; 

Mr. Perxrns. Well, the reinsurance premium paid into the Federal 
reinsurance fund would accrue to the fund, and in the event that 
there should be no abnormal losses by the carriers under this plan, 
in that particular vear, so that, just the way that we pay our insur- 
ance premium on a house that does not burn down, so also the Federal 
reinsurance fund would benefit from the reinsurance premiums paid 
in that particular year. 

So that the Federal fund would be sharing in the favorable experi- 
ence, as well as the unfavorable experience of the carriers. 

Mr. Rogers. It looks to me like the odds would be very much against 
the Federal reinsurance fund under the abnormal losses; reinsurance 
of abnormal losses. 

Mr. Perkins. No; on the contrary, the fact that we reinsure only 
abnormal losses and have this cushion of one-eighth in the formula 
means that the Federal Government is sharing in fewer losses. It 
is only when the losses exceed the amount that the carriers antici- 
pated allocating to contingencies and profits, plus a little bit for 
administrative expenses, that the Federal Government steps in. Of 
course the Government stepping in where there are fewer losses is 
the same as under the $50 deductible provision in an automobile policy. 
It is going to result in a more favorable experience for the reinsur- 
ance fund and, the premium, the reinsurance premium, would be 
actuarially determined so as to take into account all of these factors. 

Mr. Hesevron. Will the gentleman yield? 

Mr. Roerrs. Yes; I will yield. 

Mr. Hesevron. You use the expression where comparable reinsur- 
ance is not available. What is the element that enters into that? 

Mr. Perxtns. For reinsurance ? 

Mr. Hesevron. Yes. 

Mr. Perkins. Well, testimony was received yesterday to the effect 
that the availability of reinsurance in the health area is extremely 
limited today. | 

Now, under those circumstances there would probably be a rela- 
tively few cases in which the Federal reinsurance fund would say 
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to a carrier, “Reinsurance is available, is being written, by the XYZ 
company, and therefore, under our statute, we are not authorized te 
write your reinsurance.” But if reinsurance should spring up, and 
it may well do so under the stimulation of this bill, the Federal 
fund might not be authorized to reinsure. In fact, one of the things 
we visualize as a possibility is that insurance companies will say 
to themselves, “Well, let us get together and make our own reimsur- 
ance pool rather than using this Government service.” 

We have actually heard talk to that effect, and if they do so and 
operated a reinsurance fund of their own 

Mr. Hesevtron. Does that mean at the same cost ? 

Mr. Perkins. Well, we do not know what—you mean the word 
“comparable” ? 

Mr. Heserron. Yes. 

Mr. Perkins. Yes. As to the element of comparability, that is 
right; it would be roughly the same cost. 

Mr. Hesevron. If they could get insurance of that sort with an 
individual company and it was not necessary to have insurance, 
but the rates would be just a little bit higher, what are you going 
to do in a case like that? 

Mr. Perkins. Well, there is some leeway in the word “comparable.” 
1 would suppose that if rates were just a minuscule amount higher 
from the ola sources, that we would certainly regard that as “com 


parable.” However, if the reinsurance premium which would be 
charge by other carriers perhaps was 114 or 2 times as much as the 
Federal reinsurance fund, after consideration by the actuaries, would 
charge, perhaps that would not be comparable. There is some leeway 


there. And it isa matter of interpretation. 

Mr. Hesevton. Yes, it is a matter of interpretation. 

Mr. Harris. Will the gentleman yield there? 

Mr. Hesevron. Yes. 

Mr. Harris. Asa matter of fact, it was testified yesterday that there 
was very little reinsurance available at the present time. 

Mr. Perkins. Do you mean it is a nonoperative part of the bill at 
the moment? 

Mr. Harris. I understood yesterday—I belive one of the members of 
your staff made the statement, maybe the Secretary, said at the present 
time there was very. little reinsurance available. 

Mr. Perxrns. That is right. 

Mr. Harris. So, consequently, this part of the program has very 
little meaning. 

Mr. Perkins. No; we think that it has a very real meaning. At the 
moment it does not, but we do feel that as a matter of principle it 
would be wise for the Federal Government to limit its reinsurance 
operations to those cases where it is not available from private sources. 
The Secretary’s views are that the Federal reinsurance fund should 
not be in direct competition with reinsurance carriers, if there are any. 

Mr. Harris. Well, I understood her to say yesterday there was very 
little available. 

Mr. Perxrns. That is right. Iam perhaps not making myself clear. 
I mean, looking to the future, if reinsurance should begin to be written 
by others. 

Mr. Harris. Is it not true that when the Federal Government under- 
takes a program private enterprise refrains from competing for 
obvious reasons ? 
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Mr. Perkins. I would not be surprised if the contrary were true. 
I think it is conceivable that when the RFC’s operations turned out to 
be successful, perhaps that stimulated banks to undertake similar loans 
which they might not have undertaken prior to having the experi- 
ence of the RFC in the same field. That is purely hypothetical. 1 
have nothing to base it on. 

Mr. Harris. I think that is a very good comparison. 

Mr. Priest. Mr. Chairman, will the gentleman yield for one 
question ? 

Mr. Harris. I will yield. 

Mr. Priest. Mr. Perkins, is the language beginning on page 18, 
line 9 of the bill, the language that sets up the statutory formula for 
determining abnormal losses ? 

Mr. Perxins. That is it, sir. 

Mr. Priest. I shall not ask you to go over that. 

The Cuarrman. I believe you Tecan that somewhat briefly 
yesterday. 

Mr. Priest. But, I wanted to be sure that was the particular lan- 
guage that provides language for the formula for determining what 
abnormal losses is. 

Mr. Perkins. Yes. 

Mr. Priest. It is rather complicated. 

Mr. Perxtns. It is, sir, In an effort to try to supplement the chart, 
we have prepared an example of application of the reinsurance-dis- 
bursement formula, using some hypothetical figures, which I will give 
to the clerk and suggest ‘that he might want to distribute them to the 
members of the committee. If they want any further discussion on 


them either now or later, we can go through and actually discuss the 
examples. ' 

Mr. Priest. Thank you, sir. 

Thank you, Mr, Rogers. 

Mr. Rogers. It states that a private company would have to lose all 
of its een profits and an amount equal to one-eighth of its 


expenses before it begins collecting for reinsurance. That is the 
statement that you referred to. 

Mr. Perkins. Yes, sir. 

Mr. Hesexron. If the Government pays 75 percent of each dollar, 
the company would pay out the rest. 

Mr. Perkins. That is correct. 

Mr. Heseiron. The public statement has been made by certain 
people that that $25 million reinsurance fund would go broke and 
that an additional amount would have to be appropriated by Congress. 
Do you care to comment on that for the record ¢ 

Mr. Perxrns. Yes; I would like to. It can go broke only if our 
actuarial determinations are way off base. 

Mr. Heseiron. May I ask you a question there? 

Mr. Perxrns. Yes, sir. 

Mr. Heseiton. Have those actuarial determinations been placed in 
the record ? 

Mr. Perxtns. No, sir. Actually, the determinations to which I 
referred would be those which would be made upon the application 
by each individual carrier for reinsurance of a particular plan. 

At that point the actuaries of the company will have submitted all 
of their data as to their anticipated operations under the plan. They 
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would submit their data and then the actuaries of the fund would go 
over all their calculations and review them, ascertain their validity to 
the best of their ability, and would fix the reinsurance premium, 

Now, the reinsurance premium would be actuarially calculated so 
that over the long term the reinsurance premiums would be adequate 
to handle this 75 percent on the dollar for that particular plan, 

Mr. Hesex.ron. In other words, the allegation that the fund would 
go broke is not correct because of the fact that the plan contemplates 
an actuarial determination of a certain amount paid in premiums to 
offset any anticipated losses. 

Mr. Perkins. Yes, sir; at least, the statement, if made that boldly, 
implies that our actuaries are no good at all, but if they are any good 
at all that statement would not be true. 

Mr. Hesevron. Do I understand you correctly that the Department 
has had the benefit of actuarial studies of this proposal to the extent 
that they could set up those studies as a guide? 

Mr. Perkins. Yes, sir. Among the consultants there were, I think, 
a majority, or at least five were actuaries themselves. Of course, they 
did not go in and work out specific examples because they were not 
rane with any specific prepayment plan, but they believe that the 
structure of the bill is such that it would permit the application of 
valid actuarial principles. 

Mr. Hesevron. It occurs to me that that may become a matter of 
considerable interest; perhaps considerable controversy, and conse- 
quently it might be very helpful if the people who served as actuarial 
consultants would get together a short statement as to the studies they 
made and conclusions they arrived at in support of this principle 


that the plan is based on sound actuarial approaches to this particular 
problem. 

Mr. Perxrns. I think that is a good suggestion, sir. We might not 
get it from the consultants, but we certainly can get it from our own 
chief actuary, who sat in the meetings and knows their thinking. 

(The information referred to follows:) 


Marcon 19, 1954. 
Memorandum from Robert J. Myers. 
Subject: Possible reinsurance premium rates under H. R. 8356. 

This memorandum will present the results of a brief preliminary and tentative 
analysis which I have made in regard to the possible size of reinsurance premium 
rates under the reinsurance plan proposed for voluntary health service prepay- 
ment plans under the provisions of H. R. 8356. There will also be pointed out 
certain actuarial difficulties and problems that might arise in the classification 
of risks and determination of premiums. 

Specifically, under the formula in the bill, the carrier must bear all the benefit 
cost if its benefit loss ratio is equal to or less than the sum of (a) the portion of 
the premium estimated to provide for benefits, contingencies, and profit and (b) 
one-eighth of the remaining portion of the premium (which remaining portion 
is the amount estimated for administrative expenses). All benefit losses above 
this are 75 percent reimbursable by the reinsurance fund. In other words, the 
carrier must bear the entire benefit cost up to this point and 25 percent of the 
cost thereafter. 

Several assumed cases have been taken, dealing with carriers having low 
administrative costs and carriers having high administrative costs. Also dif- 
ferentiation has been made as between carriers which allow a certain margin for 
contingencies and carriers which “eut thin” in their calculations and allow little 
or no margin. The latter type of carrier would, of course, be a greater reinsur- 
ance risk, all other things being identical, but this might be very difficult to 
determine when reinsurance premiums are being developed. 
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In order to make any calculations, certain assumptions are required as to the 
spread of experience or, in other words, how actual benefit cost ratios may vary 
around the estimated benefit cost ratio. One assumption that can be made is 
that such distribution follows the normal curve, with the standard deviation 
being equal to the margin for contingencies which is provided for (or, under 
certain circumstances, which should be provided for). Another type of distri- 
bution is a skewed one—somewhat along the lines of a Poisson curve. 

First, let us consider a carrier with low administrative expenses, such that 
the distribution of the premium is 87 percent for benefits, 5 percent for con- 
tingencies, and 8 percent for administrative expenses. Assuming that the esti- 
mates are reasonably well borne out by subsequent experience, the assumed mean 
as to the benefit cost ratio will be 87 percent, with a standard deviation of 5 
percent. In accordance with the reinsurance reimbursement formula in the bill, 
the breaking point (beyond which reinsurance will enter in) is a benefit-cost 
ratio of 98 percent. Under the assumptions made about 88% percent of the 
cases (a case is a year’s experience under a plan) will involve a benefit cost ratio 
of less than 93 percent; accordingly, reinsurance reimbursement will occur in 
only about 1144 percent of the cases. The required reinsurance premium under 
these assumptions would be about 0.21 percent of the carrier's premium income. 

Next, let us consider a somewhat different case under which the distribution of 
the carrier’s premium income would be 92 percent for benefits, nothing for con- 
tingencies, and 8 percent for administrative expenses. Just as in the previous 
case, let us assume that the standard deviation of the benefit-cost ratio about 
the assumed mean of such ratio (namely, 92 percent) is 5 percent. In this 
instance, about 58 percent of the cases would have an actual benefit-cost ratio 
of less than 93 percent so that in 42 percent of the cases there would be some 
reimbursement. The reinsurance premium computed under this assumption 
would amount to 1.15 percent of premium income, or almost 6 times as large as 
under the previous case. 

It should be noted that insofar as the Department is concerned it would be 
difficult to distinguish between these two carriers since both would report an 
administrative expense ratio of 8 percent, and both would no doubt assert that 
they had made reasonable caleulations as to benefit costs and contingencies 
(there is no requirement that they report separately as to how much allowance 
is made for contingencies, and it would probably serve no useful purpose to have 
such a requirement because so much of the calculations as to benefit costs are 
based on judicious actuarial guessing). 

Next turning to a case of a carrier with high administrative expenses and 
continuing the assumption of a normal curve, let us suppose that the distribution 
of the premium is 50 percent for benefits, 10 percent for contingencies, and 40 
percent for administrative expenses. As before, we assume that the standard 
deviation about the assumed mean of 50 percent is the allowance for contin- 
gencies, namely, 10 percent. Under the reinsurance reimbursement formula in 
the bill, the breaking point where reimbursement begins is 65 percent. Under 
the assumptions made, in only about 7 percent of the causes will the benefit-cost 
ratio exceed 65 percent, and the required reinsurance premium would be about 
.22 percent of the carrier’s premium income. 

On the other hand, let us take a somewhat different carrier which makes no 
allowance for contingencies but rather uses 60 percent of the premium for 
benefits and 40 percent for administrative expenses (as before, it would be 
difficult for the Department to distinguish between this carrier and the pre- 
ceding one when establishing reinsurance premium rates). In this instance, 
31 percent of the cases would involve reinsurance reimbursement, and the rein- 
surance premium would be about 1.50 percent of the carrier’s premium income. 

The previous discussion has throughout assumed that the distribution of the 
benefit-cost ratio would follow a normal curve. It would perhaps seem more 
likely that such distribution would be skewed in shape somewhat along the 
lines of a Poisson curve. We have developed somewhat arbitrarily a curve of 
this nature. In the case of the first carrier that was considered (namely one 
with 87 percent of premiums for benefits, 5 percent for contingencies, and 8 
percent for administrative expenses), the resulting reinsurance premium would 
turn out to be much higher because of the assumed skewed nature of the curve, 
producing a considerably larger number of cases where reinsurance reimburse- 
ment would occur. In this case, the reinsurance premium would be about 2.6 
percent of the carrier’s premium income. On the other hand, for the carrier 
with high administrative expenses, where the benefit cost is 50 percent of pre- 
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miums, with contingencies being 10 percent and administrative expenses being 
40 percent, the reinsurance premium would be about 4.6 percent of the carrier's 
premium income. 

In summary, this memorandum indicates the wide theoretical range in rein- 
surance premium rates that might be determined depending upon the assumptions 
made and especially upon how carriers will use the program. In regard to the 
latter point, there can be very considerably different experience (and, accord- 
ingly, different reinsurance premium rates should be charged) depending upon 
whether participating carriers allow a reasonably ample margin for contin- 
gencies or whether they do not (presumably because reinsurance exists). In my 
opinion, it will be difficult for the Department to know with any reasonable 
certainty and, more importantly, to prove any intuitive feelings that it might 
have in those cases where the carrier is “cutting” pretty close to the line. Also 
there can be potential dangers in the case of a carrier which fluctuates its 
premium rates so that one year it has a wide margin for contingencies and thus 
builds up large reserves, while in another year it has little or no margin for 
contingencies (or even a negative margin) and thus draws in part on its reserves 
and in part on the reinsurance fund to make up the loss. Such a fluctuating 
rate carrier would be far more costly to the reinsurance fund than one with a 
steady rate and a reasonable margin for contingencies. 

The crude analysis here has indicated that the reinsurance premium rate 
could be as low as % percent of the carrier’s premium income for a line of busi- 
ness that is subject to relatively minor fluctuation and for which the carrier 
has allowed a reasonable contingency margin. On the other hand, under certain 
extreme conditions (not necessarily the most extreme), the reinsurance premium 
might have to be as high as 4 or 5 percent of a carrier’s premium income. No 
doubt in any experimental beginning, the reinsurance premium rates would fall 
somewhere between these two extremes—possibly 1 or 2 percent of the carrier’s 
premium income. 


Mr. Heseiron. Another point that has been made is that it would 
mean hundreds of additional Federal employees, to prepare the actu- 
arial standards for participation of the private insurance companies, 
and the enforcement of those standards. 

Has the Department reached any tentative idea of how much admin- 
istrative force would be necessary in order to carry this program out? 

Mr. Perkins. No, sir; we have not, solely because of the pressure 
of time, but we would start slowly by building on our own resources 
that we have. Unquestionably, as the Secretary testified yesterday, 
we would have to add personnel. 

My personal belief is that it would not run into a number that could 
be regarded as hundreds. I would hope that it would not get that 
high. 

I might just implement that answer by pointing out the fact that 
the Secretary testified yesterday that the Secretary is directed under 
the bill to make a maximum utilization of State agencies and State 
insurance authorities in making the determinations as to whether or 
not the carrier is financially sound and meets these standards. 

So that to the greatest possible extent we would use the work that 
has already been performed by State insurance authorities in investi- 
gating the financial setup of the carriers. 

Mr. Hesevron. Not speaking as an expert it occurs to me that the 
initial efforts to get this plan into operation would be the heaviest 
effort. Once it is in operation, and with voluntary participation of 
the carriers, there should not necessarily follow a very large force 
needed to administer the plan. 

Mr. Perxtns. I think that is a very fair statement. 

Mr. THorneerry. Will the gentleman yield? 

Mr. Hesexron. I will yield to the gentleman. 
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Mr. Troornperry. Was there not testimony yesterday as to what 
would be required; was there not an estimate as to what would be 
required to administer this program ? 

Mr. Perkins. I do not believe any statement was made, Mr. Thorn- 
berry. 

Mr. Bennett. I think there was. 

Mr. Perxins. Yes, the Secretary testified in dollar terms; that is 
right. The budget had an item of $1,200, 100 for the whole adminis- 
trative structure of the bill. Now, that is far more than just rein- 
surance. That includes setting up these statistical and advisory serv- 
ices, Which are under title II of the bill. 

Mr. THornperry. I wanted to know the amount of that. How 
much was that? 

Mr. Perkins. That was $1,200,000, but the Secretary wanted to 
make it very clear that she doubted that there would be any expendi- 
ture of that much in the first year. There simply would not be time 
to expend that much money wisely, and that that was the very outside 
amount. 

Mr. Heseiron. If I understood correctly from that chart, the ad- 
ininistrative expenses would be included in the premiums. 

Mr. Perkins. Those are administrative expenses of the carriers 
that are indicated on this chart; not the administrative expenses of 
the reinsurance fund. 

Mr. Hesevron. Would the administrative expenses of the reinsur- 
ance fund be calculated, and collected and covered into the premiums? 

Mr. Perkins. The way the bill is set up on that score, is that for the 


first 5 years the administrative expenses would be paid from general 
revenues; a direct + fei, from general revenues; but after the 


5 years, they would have to be paid out of the fund. There are several 
reasons for that. One, that it was felt that the fund should be given 
a chance to get started on its own feet. Second, we would not have a 
chance to see the impact of actual benefit payments or losses for a 
couple of years, and it would be psychologically better, more prefer- 
able and more acceptable to the carriers to have that fund intact from 
an administrative expense viewpoint during the earlier years when 
administrative expenses might be disproportionate. 

Mr. Hese.ton. Then recognizing that obviously there is an element 
of risk, as anyone would understand, involved in a plan like this, 
ultimately the aim of the legislation is to create a self-sustaining 
fund and even possibly one that will yield sufficient profits so that the 
premiums can be reduced. 

Mr. Perxtns. Absolutely. 

Mr. Hesevron. Let me invite your attention to section 102 with 
reference to the National Advisory Council. 

I notice that there is a provision for 12 members who shall be fa- 
miliar with the need for and availability of permanent health service 
and then that not less than 4 of whom shall be experienced in the ad- 
ministration of health expenses, prepayment plans. 

Do I interpret that correctly that the number will be 12 rather than 
16, and 4 of the 12 shall be people experienced in the administration 
of health service prepayment plans? 

Mr. Perxrns. Twelve is correct ; you are right. 

Mr. Hesevton. What is meant by persons who shall be familiar with 
the need for availability of personal health service ? 
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Mr. Perkins. Well, I would suppose that that would include any- 
one who is an expert in the medical profession; and perhaps a State 
insurance authority or State insurance administrator; perhaps some- 
body in hospital administration who was not directly connected with 
hospital service prepayment plans; anyone directly connected with 
health service prepayment plans would be under the other category. 

Mr. Heseiton. My recollection is with reference to some of the 
other conditions that have been set up as to membership of other bodies 
at least, that the majority of the conditions are definitely spelled out, 
as to the categories and that they possess certain professional qualifica- 
tions, such as coming from the teaching profession, or some other 
groups. 

I am wondering whether, as a matter of policy, it might be worth- 
while to consider that particular point and pinpointing it to a degree 
that would insure the participation of the type of people best qualified 
would guarantee success of the plan. There is no doubt but that Mrs, 
Hobby would name the best qualified people she could get, but I am 
wondering whether some more attention might be given to the ad- 
visability of such a provision over the long run, no matter who is 
Secretary, so that it would insure that we would have people who are 
eminently qualified, to serve on that Board. 

Mr. Perkins. I think that is a point well worthy of consideration. 

My personal feeling is that I would not want to see it get too rigid. 

Mr. Hesexron. I do not think it should be either, but I think prob- 
ably six of them should be definitely set up in certain categories— 
maybe a majority—and leave the others to the discretion of the Secre- 
tary. Anyway, that is a suggestion. 


Now, on page 6 of Mrs. Hobby’s statement, she said : 


Under the bill, a “carrier” may be an insurance company, a voluntary non- 
profit association, such as Blue Cross or Blue Shield, or a cooperative or a 
partnership engaged in providing protection under a health service prepayment 
plan. 

What is the fact as to the existence of cooperatives? What are such 
cooperatives ¢ 

Mr. Perkins. Well, I will ask Mr. Stuart to answer that precise 
question as to what are cooperatives. I might just say what we think 
that means. By a cooperative, we have reference to a cooperative 
plan as one which serves mainly its own members, and which has 
control over its administration of the plan, and the administration of 
the plan is vested in the beneficiary members. Some plans provide 
direct service in their own facilities and others provide indemnity 
payments to individuals. I would like to ask Mr. Stuart to give you 
an answer to that question. 

Mr. Sruarr. Dr. Keefer has better information on that than I have. 

Dr. Keerrer. There are about 50 cooperatives in existence at the 
oresent time, according to the information I have just had placed 

fore me; 50 cooperatives, and about 20 private group clinies with 
prepayment plans. 

A private group clinic with a prepayment plan would consist of a 
group of doctors, a partnership, for example, that would develop a 
prepayment plan with certain benefits, and the premiums would be 
paid directly to the group in return for services. 

Of the cooperative plans operating in the manner that they control 
the benefits, that is, the members of the cooperative control the bene- 
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fits, collect the premiums, and employ doctors either on a full-time or 
part-time basis to render the services. 

Mr. Priest. Will the gentleman yield for one question there ‘ 

Mr. Hesexiron. Yes. 

Mr. Priest. Would a plan, a partnership plan, or a clinic plan, 
suchas the Kaiser plan, for example, qualify as meeting that defini- 
tion of partnership ? 

Dr. Keerer. Yes, sir. 

Mr. Prresr. It would? 

Dr. Keerer. Yes. 

Mr. Priest. Thank you, Doctor, and thank you, Mr. Heselton. 

Mr. Hesevron. I think probably you have answered most of this 
question that I wanted to ask, but I would like to be clearer in my own 
mind as to this point. 

Mrs. Hobby’s statement, on page 9, contains the following: 

The bill does not specify a statutory premium rate. Rather, reinsurance 
premiums would be fixed at different rates for the different health service 
prepayment plans to be reinsured, so as to reflect, in accordance with acturial 
principles, the respective hazards involved. 

Do I understand that to mean this, that as to company A, furnishing 
certaim service, premiums might be X dollars, but as to company B, 
during the same calendar or fiscal year, whichever period you use, the 
premium might be Y dollars? It would not be a fiat premium. 

Mr. Perkins. That is correct. The premiums, generally, will be 
calculated as a percentage of the total premium income of the carrier 
for the year rather than in dollars, but the principles you state are 
correct. 

Mr. Hesevron. That is all. 

Mr. Tuornperry. Mr. Chairman. 

The Cuarrman. Mr. Thornberry. 

Mr. Tuorneerry. Mr. Perkins, Mr. Bennett inquired as to what 
this bill would do toward encouraging more comprehensive or more 
extensive, or more complete coverage. 

I believe you said in answer to one of his questions that you would 
not gay that the carriers will reduce the number of exclusions that they 
have in that particular policy. 

Now, if that is the purpose of this legislation, to encourage carriers 
to provide services that are not now provided—— 

Mr. Perkins. Yes, sir. We do not want to be 100 percent con- 
clusive in saying it in those terms. It is possible that under the 
standards that would be set up that there are plans in existence today 
which, because of their superior nature would qualify under the 
standards to be set up. 

Mr. Tuornnerry. As I understand what you mean by that, is that 
you would not want to say that some carriers who now provide excel- 
lent coverage would not be excluded, but might be eligible for 
reinsurance. 

Mr. Perkins. Absolutely. 

Mr. Tuorneerry. I understand that. The point I am trying to 
make is that some of the questions have to do with this and what con. 
cerns me is that there seems to be a cautious approach, or a lack of 
enthusiasm, or restraint about what the legislation will accomplish in 
the field of providing better coverage in the future. 





70 HEALTH REINSURANCE LEGISLATION 


I notice that yesterday that the chairman referred to the letters he 

received from the Washington News that had been carrying on a 
campaign about health insurance companies. I noticed on their edi- 
torial page, a statement that there is a lack of enthusiasm on the part 
of some of those who have prepared this bill that it will accomplish 
anything we have in mind. 

om not concerned about that report, but there is one point about 
that that I want to ask you and that is the statement that nobody 
contends that the 63 million Americans who now are not covered by 
any health plan at all, can ae to receive encouragement toward 
being covered under this bill. Is that corrcet ? 

Mr. Perkins. No, sir; absolutely not. We feel that one of the rea! 
benefits that might accrue from the offering of reinsurance to car- 
riers is that the carriers would press out into new areas, geographically 
and otherwise, and would bring into coverage a larger segment of 
the population, a large segment of that 63 million peop Me. 

Mr. THorNpERRY. Now, let me ask you this: In this bill, there is 
no attempt, of course, to set any standards by which a plan could be- 
come eligible for reinsurance. That is all left, I believe, to the Secre- 
tary, of course, with the guide under what you call, I believe you 
said, some scope. Is that the only guide you have as to what the car- 
rier would have to go by in becoming eligible? 

Mr. Perxins. What is referred to there is as to the scope which 
would guide us? 

Mr. Tuorneerry. Now, I had it before me but I seem to have lost 
the page. 

Mr. Perxrns. I can answer that. 

Mr. Tuornserry. Scope and extent of reinsurance obligation on 
page 18 of the bill. Is not that the only standard that is set up at 
all in conflict on the standards set up by Congress as to what plan 
would be eligible for reinsurance? 

Mr. Perkins. Essentially, you are right. Congress would not 
under this bill fix specific standards, but under section 303 (a) on 
page 13, line 11, it says: 

The Secretary may prescribe such terms and conditions governing the approval 
for reinsurance, of health service prepayment plans under this title as he finds 
will best promote the purposes specified in section 1, including, but not limited 
to, such reasonable requirements, provisions, or limitations as he may from 
time to time by regulation prescribe for all carriers or particular classes of such 
carriers— 
and so forth, and then it goes on to indicate in a rough way the pur- 
pose which it is hoped would be achieved by the regulation. On tine 
24, there starts a statement that was quoted by the Secretary yester- 
day in her testimony which directs the Secretary to place— 
special emphasis upon the objective of encouraging experimentation designed 
to extend or adapt the prepayment method to substantive problem areas or 
geographic areas for which that method is in any significant respect new, untried, 
or not yet fully effective or widely available on reasonable terms— 
then it goes on, for example, and then in 2, 3, 4, 5, 6, 7, and 8, you have 
the reference to the types of standards that might be ‘employed i in the 
oe 

Mr. THorneerry. That is the section I had reference to. I just 
looked at this hurriedly. That is the section I had reference to. 

Mr. Perxrns. Yes. 
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Mr. TuHornsperry. Now, I referred a moment ago, and I referred 
to it yesterday in my questions of the Secretary to this, and that is 
her statement that begins at the bottom of page 13. Would there be 
any point in having this legislation if you did not intend to accom- 
plish the statements that are covered in the paragraph beginning at 
the bottom of page 13. I mean, you do not contend that we need 
this bill even if you were not going to accomplish the aims beginning 
at the bottom of page 13 of her statement. 

Mr, Perkins. No; I would say “No.” I agree with you. 

Mr. Tuornserry. The reason that I asked is this. If I am not 
mistaken, it seems to me that there seems to be a lack of hope of 
accomplishing these objectives. 

Mr. Perxis. Well, you mean on the part of the administration ? 

Mr. TuHornperry. Yes. 

Mr. Perkins. Well, the administration wants to be as honest and 
candid about this as it can possibly be. We have high hopes, but 
we want to make it absolutely clear that the extent of the accomplish- 
ment under this bill depends upon what the carriers do. Its success 
depends on utilization by the carriers, 

Ve can use every possible means to educate the carriers as to the 
possibility of using the fund, but the administration does not want 
to overstate the accomplishments of the bill for the simple reason 
that has been made clear in the testimony: It depends upon what the 
carriers actually do. And, I should perhaps just philosophize a 
moment at this point on the force of the competitive element in this 
field. 

Essentially the very basic driving force which has brought about 
the expansion of voluntary health prepayment plans is the element of 
free enterprise. In the case of the commercial carriers, considerable of 
it can be characterized as a profit motive. On the part of the Blue 
Cross, I have difficulties in placing a label on it, but it is really the 
urge and desire to do better than the next fellow and get wider cov- 
erage. With the service plans, the same thing is true. 

And, this bill is based on that very real and important competitive 
element which exists in the health-insurance field. 

And, if there is reluctance on the part of the administration to state 
specifically its expected accomplishments it is only because of the 
desire to be conservative and not to mislead anybody. 

Mr. Tuornserry. I think it is fair to present the program in that 
manner and I certainly would be the last to say that I would not want 
the administration to do otherwise. 

The only point that I am making is that Congress is being called 
upon to enact legislation in which Congress does not set a single stand- 
ard by which free enterprise engaged in providing health insurance 
would be asked to go beyond what it is doing now. 

Mrs. Hobby yesterday referred to the fact that great progress had 
been made in the last 10 or 12 years, and I believe that she also said 
that conclusions pointed to the fact and that they were trying to en- 
courage an acceleration of that progress. 

Now, it seems to me that it is well for Congress to say this rein- 
surance is available if a plan comes along that will provide something 
more than they are doing now rather than saying that reinsurance is 
available to the field as it exists at this time. 





72 HEALTH REINSURANCE LEGISLATION 


Mr. Perkins. Well, we believe that in general it would be unwise 
for the Congress, to try to specify in detail the specifications of the 
policies that would be reinsured. It is an extremely complex field. 

If we thought it could be done well in the brief time available to 
Congress and could be sufficiently flexible, we would have no objection 
in principle, to having standards approved by the Congress. I am sure 
that would be well, but the fact is that they are so complicated, so 
varied, that I think that we would be here for many months to come, if 
we were to actually write the standards. Then we would find ourselves 
in the position as the years go on and as changes are made in the plan 
and as new experiments to carry it out were successful, that we wanted 
to change those standards. Although it is certainly a matter for the 
consideration of Congress, it is our view that Congress would do better 
in specifying its intention in the way that is set out in the bill, leaving 
it to experts to write and revise the standards as they may be nec- 
essary. 

Mr. THornserry. I know that it is difficult to write the standards 
out in detail. The only point that I want to make is that Congress 
ought to specify what it contemplates and that Congress should at- 
tempt to specify that the coverage should go beyond what is being 
provided now. 

Mr. Heseiton. Mr. Thornberry, will you yield? 

Mr. Tuornperry. Yes. 

Mr. Heserron. I wonder if any witness had any information as to 
whether every State has an insurance department or an insurance 
commission. 

Mr. Perxrys. I am informed that they all do have. 

Mr. Hesevton. Thank you. 

The Cuatrreman. Before I make any further recognitions, there are 
some gentlemen whom I know have not been recognized as yet. Will 
all of those who have not asked any questions either yesterday or today 
indicate whether they wish to do so at this time? Mr. Schenck, and 
Mr. Younger! Mr. Williams, have you had an opportunity to ask 
any questions or do you wish to ask any? 

Mr. Wiu1aMs. I have no questions at this time, Mr. Chairman. 

The Cuarrman, Very well, Mr. Schenck? 

Mr. Screncx. Mr. Chairman 

The Cuatrmayn. I have in mind, after the others have finished, that 
the chairman would like to have an opportunity to ask some questions. 

Mr. Scuencx. Mr. Chairman, the type of approach to this problem, 
as has already been stated, is quite different from the Federal Deposit 
Insurance: is that right? 

Mr. Perxrns. It is different in the sense that the Federal Deposit 
Insurance—the FDIC, you refer to? 

Mr. Scuencsk. Yes. 

Mr. Perkins. That insurance runs directly to the depositor and his 
account is insured up to, I believe, a $5,000 limit. 

Mr. Youncer. $10,000. 

Mr. Perxtns. $10,000. 

Mr. Youncrer. Yes. 

Mr. Perkins. Whereas in this bill we have tried to make clear that 
there is no direct obligation or relationship between the Federal 
Government and the individual. So in this sense, they are different. 
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Mr. Scuenck. Would we not be in a much stronger position if we 
were insuring the individual persons, rather than the companies ¢ 

Mr. Perkins. No, sir; we do not think we would. 

Mr. Scuenck. Why? 

Mr. Perkins. We think that the important thing, if we are going to 
base our attack on the efforts of voluntary prepayment methods, 
that the important thing is to remove the barriers which may impede 
the progress of a carrier in improving its plans for its coverage. 

We think the best thing to do is to capitalize on the motives of the 
varriers for expansion and their competitive instincts, and that all 
that the Federal Government should do would be to make it feasible for 
those carriers to expand and improve their policies, by having the 
assurance that someone would help out, if they should get into deep 
water. We think that the best thing for the Federal Government 
to do is to simply say to the individual, that this particular policy 
comes under a reinsured plan. 

Mr. Scuenck. And yet, that would give the individual the assurance 
that someone had checked as to the ability of the company to pay 
when the obligation is created. 

Mr. Perkins. We believe, sir, that to be essentially a matter of 
State regulation. No carrier should be operating that is not sound. 
But, that isa matter, we believe, for State regulation. 

Mr. Scuenck. Well, now, as I remember it, the Secretary here in 
her statement indicated that the advertising would be quite restricted. 

Mr. Perkins. Yes, sir. 

Mr. Scuenck. And that would be quite a difficult task to administer, 
because it would give company X an opportunity to advertise that 
their particular coverage was guaranteed by the Federal Government. 

Do you feel that you can adequately administer such a program of 
watching advertisements ? 

Mr. Perkins, I think so, sir. I do not think that it is any more 
difficult than the problems that arise under the misbranding statutes ; 
mislabeling and false advertising; things that the Federal Trade Com- 
mission is administering every day. 

Mr. Scnenck. We here in Congress are dealing with the money 
that belongs to 160 million people; taxpayers. 

Now, if this is such a worthwhile venture, why should not the 
companies which have great assets pool and the small sum of $25 
million to insure themselves ? 

Mr. Perkins. We would be glad if they did. 

Mr. Scnenck. You do not think they would? 

Mr. Perkins. We think it is entirely possible that they will do some- 
thing like that, and as I indicated earlier, we have heard just informal 
talk that that was the kind of a thing that one insurance man, or several] 
insurance men thought might happen. The Federal Government 
would, to the extent that reinsurance was available on comparable 
terms, be required under this bill to restrict its own operations to those 
areas in which comparable reinsurance was not available. 

Mr. Scuenck. Then you think this is justified in order to force 
the insurance companies to help themselves ? 

Mr. Perxtns. No, sir; I would not use “force,” nor would I use 
“justify,” on that. basis. 

We think that there is a real opportunity for improvement of volun- 
tary health plans, if reinsurance is available to them from a good 
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reinsurance system ; and the Federal Government under this bill would 
be establishing such a reinsurance system. 

Now, all I intended to indicate by my answer is, so far as the admin- 
istration is concerned, it would look with favor on the carriers doing 
similar things on theirown. ‘There is no effort to force them to do so, 
but if they were to do so, the Federal Government’s operations under 
this program would be restricted. 

Mr. Scuenck. That is all, Mr. Chairman. 

The Caatrman. Any further questions? 

Mr. Youncer. Mr. Chairman. 

The Cuamman. Mr. Younger. 

Mr. Youncer. Mr. Perkins, I have felt all of the way through here 
that you have not taken sufficient advantage of an experience that the 
Federal Government has already had in the insurance field, and this 
to me is more applicable in the FHA field than it is in any of the other 
insurance undertakings by the Federal Government; and it answers a 
number of questions. 

For instance, the question just asked by Mr. Schenck, why the large 
companies do not pool their assets and go ahead and do these things 
that ought to be done in the insurance field. 

Well, that same question arose in 1934 in the mortgage field as to 
why they did not go ahead and loan on a greater percentage than 60, 
or 621% percent, or 6624, that most of them have limited their loans to. 

Now, they did not do that until the FHA went into the field and 
encouraged them to go ahead and say, “We will insure your risk, if 
you will loan 80 percent.” 

Now, what has happened is that practically all of the companies, 
large and small pene have now come forward and increased 
their percentage of lending—many of them up to 75 percent, and 
they are now taking them on their own responsibility and not carrying 
the FHA insurance. 

That is also true with the standards that have been set. It is also 
true in answering the question as to Congress passing a bill wherein 
the insurance standards are not set up, because in passing the FHA 
bill there were no standards set up. Those were left to rules and regu- 
lations afterward and those rules and regulations were adopted, and 
I think that one of the outstanding achievements of the Federal Gov- 
ernment today, and it is so recognized by the banking and mortgage 
fraternity, is the FHA insurance. 

I would like to see you use more of that and make a more com- 

arable comparison with what the Government has actually done 
in that field, because I think it is comparable. 

In the mortgage field the FHA has done exactly what they attempted 
to do to start with, in encouraging the private Abed oe to step out and 
take a greater risk than he had previously taken. 

aa uns. We are deeply indebted to you for pointing out that 
analogy. 

Mr. Youncer. However, there is one thing about the bill that I 
am wondering about and that is the coverage in any new plan. For 
instance, under the FHA coverage what they did was to take similar 
risks and pool them and they took all of the premiums of insurance 
on similar risks and put them into one pool in order to gain expe- 
rience as to what king of risks are the best risks, and what kind of 
risks on which they take losses. 
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Now, it would seem to me that in your plan you have no provision 
at all that, for instance, say an insurer comes in and says that here- 
tofore we have only covered 111 days of hospitalization—and that 
is liberal—but there are plans that cover 111 days—and they come 
in and say, “Well now, we are going to cover unlimited hospitalization 
asa lan,” and you in your determination and through your actuarial 
sates. you determine that you want a premium of a certain amount 
to cover that risk. 

Now, it would seem to me that the premiums from that risk ought 
to be put into one pool and all of the companies which came forward 
with a modified plan of that kind and said, “That we are now going 
to take off any limitation on the time of hospitalization,” and if they 
were covered by a similar risk, that the premium from that particular 
risk ought to be put into one pool. 

Similarly, if somebody came along and, as they undoubtedly will, 
and as Mr. Kaiser pointed out in his testimony that they are experi- 
menting with the idea of taking off the age limit entirely and insuring 
applicants that come in over 60; that if that is a new plan that is 
offered, and you determined a premium for that, then that should 
be set aside in a separate pool. 

Mr. Scuenck. Mr. Chairman, will the gentleman yield? 

Mr. Younecer. I will yield to the gentleman. 

Mr. Scuenck. You are drawing an anology between the FHA loans 
and this. There just is not any comparison, because under the FHA 
you have rules and regulations—appraisals and standards, and 
everything else; interest rates, and so on, and in order to meet those 
FHA insurance requirements the company had to meet certain re- 
quirements. Now, with this thing there is no standard. 

Mr. Youncer. Pardon me, but in the FHA legislation there were 
no standards set up. Those were set up through rules and regula- 
tions afterward by the Administrator. 

Mr. Scuencx. Not on a million and a quarter a year, which they 
say is going to be the amount used for the operation of this. 

Mr. Youncer. What I mean is the rules and regulations were set 
up by the Administrator after the bill was passed. 

Mr. Scuenck. Surely, but they say they are going to administer 
this on a million and a quarter a year, and they cannot administer it 
on anything like that small amount. 

Mr. Youncer. I think that that is beside the question. But under 
this bill the Secretary will have to set up the rules and regulations. 
I do not think that they can be set out in definitive terms in an act such 
as this. That is my point, They will undoubtedly be set up by the 
Secretary later on because they will have to have rules and regula- 
tions as to what kind of coverage you are going to take and how you 
are going to take it. You anticipate that, do you not? 

Mr. Perkins. Yes, sir. Now, in answer to your first point about 
classes of plans. There is a provision in section 307 (c) of the bill 
which does touch on this point and was referred to at the top of page 
11 of the Secretary’s testimony where she said : 

The bill also provides that the Secretary of Health, Education, and Welfare 
would have discretionary authority to establish within the fund special reinsur- 
ance accounts. For example, such accounts might be created for classes of plans, 


classes of carriers, or groups of associated carriers. If this authority were 
exercised, premium payments would be credited to, and the Government’s lia- 
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bility under a given contract of reinsurance would be limited to, the appropriate 
account. 

Mr. Youneer. Yes. 

Mr. Perkins. That more or less meets the statement you made. 

Mr. Younger. That is true, but I think that that should be in the 
bill itself. 

Mr. Perxuys. That is in the bill. 

Mr. Youncrer. You mean— 

Mr. Perkins. You mean the requirement / 

Mr. Younger. I mean the requirement. I think that the Secre- 
tary should be instructed. 

Mr. Perkins. I see. 

Mr. Younger. To set up those, rather than leaving that matter to 
the discretion of the Secretary, because I do not know how you are 
going to set later on greater standards as to companies unless you 
do that. 

Mr, Perxriys. Well, let us see. Would it not work out this way, that 
if a carrier under the particular plan does have a benefit experience 
that that could be easily recorded. Statistically I do not think there 
would be much difficulty in adding up to the experience under the 
particular class of plans, even though they were not : segregated into 
accounts for those plans. I think one could probably ascertain that. 

Mr. Younger. Well, the same carrier may come in with 2 or 3 phases 
of a plan. 

Mr. Perkins. Yes, sir. 

Mr. Youncer. With a new policy. For instance they may say, “We 
ure going to cover this. We cannot offer a 60-day time limit. We are 
going to remove the limitation on hospitalization.” 

Mr. Perkins. Yes. 

Mr. Youncer. And, they may pay you a lump sum. 

Mr. Perkins. Yes. 

Mr. Younger. But, I think that you have got to keep those items 
separate in some way. 

Mr. Perkins. Is that mandatory under the FHA ? 

Mr. Youneer. Oh, yes; originally they set up the policy. And, of 
course, in that case, in the FHA, when that particular pool, the loans 
in that particular pool were completely liquidated, then they were 
obligated to turn back any profit on that pool to the original borrower. 

I am not.asking that that be done in your case. 

Mr. Perkins. Did the statute actually specify the type of pool? 

Mr. Younger. I do not want to answer specifically, but as I recall 
that was not set up specifically. 

Mr. Scuenck. Was that returned to the borrower ? 

Mr. Youncer. Yes; it referred to the borrower, because he paid the 
premium, you see. But, I do not want to ask that in this bill. I think 
that the Government ought to go into this without any idea of any 
refunds at all. 

Mr. Perkins. If I could, I would just like to comment very briefly 
on Mr. Schenck’s point, about the $1,200,000. I would like to make 
it very clear that we have not made a tentative statement of the 
annual administrative expenses of this operation. The estimate is an 
overall figure put in the President’s budget, which was regarded as 
ample to cover the abnormal initial expenses. It would cover both 
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the title II expenses, the studies and advisory and informative serv- 
ices, and the initial expenses of setting up the whole operation under 
the reinsurance plan itself, which is under title III. I would like also 
to remind you, sir, again, that after 5 years it is the intention of the 
bill that the administrative expenses be paid from the fund. 

So, 1 would not want you to believe that the Administration had in 
mind that the million and a quarter operations would come annually 
from general revenues, because we just do not know. 

Mr. Scuenck. I would think that it would be very much too low. 
From all of my observations of operations of the Federal depart- 
ments, I would think that would be much too low and if you intend 
to do anything like the regulatory job that the gentleman from Cali- 
fornia (Mr. Younger) is discussing, such as has been done under the 
FHA, why, you would not even get started with a million and a 
quarter. 

So, we would be faced with not only increased pool funds, but in- 
creasing the operating funds. 

Mr. Bennetr. Will the gentleman yield? 

Mr. Youneer. Yes; I will yield. 

Mr. Bennerr. Mr. Perkins, how is it anticipated that you will set 
up rules and regulations on profits ¢ 

Mr. Perkins. On profits / 

Mr. Bennett. Yes. I assume that the greater amount set up for 
profits, the quicker the reinsurance provision might become opera- 
tive. Is that true, in a given case? 

_Mr. Perxrns. I do not think that is true. I am going to get Mr. 
Myers to amplify my statement, but in general, the reinsurance obli- 
gation of the Federal Government is determined not by the break- 
down in these categories, but by the administrative expense ratio. 

Mr. Bennetr. Excuse me, but what I meant is that the higher that 
line [indicating on chart] gets up there, as the result of the profit 
margin, the quicker you get into the area where the reinsurance be- 
comes applicable ; is that not true? 

Suppose you widen that gap. 

Mr. Perkins. This white gap [indicating on chart}? 

Mr. Bennerr. Widen that. 

Mr. Perxrns. If you widen that, I think you would have the re- 
verse of what you say, sir. The gray would be the Federal reinsur- 
surance obligation. 

If you raise this red line [indicating on chart ]—suppose you raise 
it up to this point. Then even under this third bar, which we have 
indicated would be an abnormal year, there would be no Federal 
reinsurance obligations. 

In other words, on this chart, the Federal reinsurance payment. is 
incurred when actual benefit expenses are such that the actual benefits 
incurred exceed the red line. 

Now, what you are suggesting is pushing the red line up by widen- 
ing the profit area. 

Now, in that case, the Federal reinsurance obligation would be 
postponed. 

Mr. Bennett. Then it would be to the Government’s advantage 
to set up in this budget a greater, or as great an amount as possible 
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for the profit contingency, because the greater the profits to the com- 
pany, the less operative the reinsurance provision would be, if I 
understand it correctly. 

Mr. Perxtns. In a sentence—I do not want to overstate this—in 
a sentence, it is relatively unimportant to the Federal Government 
as to how the company divides it between this white line and the 
gray. That is, the division of the anticipated benefits and payments, 
and the contingencies and profits—because the Federal Government 
is interested in the location of this red line, and that is determined 
by the administrative expense ratio. 

Mr. Bennett. Let us take a specific case. 

The Cuarrman. May I ask whether Mr. Younger yielded the floor? 

Mr. Youncer. Yes; I yielded the floor to him. 

The Cuamman. Have you finished ? 

Mr. Younaer. I will have finished ; yes. 

The Cuarrman. I can understand the yielding in order that there 
might be a clarification of a point at the time; but there are other 
members of the committee waiting who have not had a chance to 
ask a question. 

Mr. Bennett. I am sorry, Mr. Chairman. If you feel that I have 
taken more time than I should, I will desist now. 

The CuatmrMan. I want to make sure, it being a quarter to 12, that 
I give everyone an opportunity to ask questions. I am doing this so 
that everyone will have an opportunity to ask questions. 

So you may proceed. 

Mr. Bennett. Well, suppose the premium income of a given pro- 
gram is $10,000 and the premium or the claims paid amount to $5,000. 

Mr. Perkins. Yes. 

Mr. Bennett. Now, what would be the profits? Suppose that we 
said $2,500 was set aside for profits and contingencies and $2,500 for 
administrative costs. 

Mr. Perkins. Right. 

Mr. Bennett. Which would balance out—which would make it come 
out as an even proposition, as I take it. 

Mr. Perkins. That is right. 

Mr. Bennett. Now, increase the profits to double that, where would 
you come out? 

Mr. Perkins. If you should double the profits, there would be 
$5,000 for profits. Actually, your example, I am afraid, is impossible. 
Then the carrier would not show anything for administrative expenses. 

But let us say that they go up to $4,000 from $2,500. You are sug- 
gesting $2,500 profits. 

Mr. Bennett. Yes. 

Mr. Perxrns. Let us change that to $4,000, leaving only $1,000 for 
administrative expenses. 

Now, under the formula of seven-eighths of the administrative ex- 
penses or seven-eighths of $1,000 in this example would be the measure 
of the area above the red line. 

So that counting down from this top of the bar, counting down from 
this $10,000, you would take seven-eighths of $1,000, which is $875, 
and the red line would be here at $9,125. 

Now, to the extent that actual benefit payments exceeded $9,125, the 
Federal Government would pay three-fourths of the excess. 
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So that is what you have done by increasing the cost allocation to 
profits. You have pushed the red line upward and minimized the area 
which the Federal Government steps in. You have delayed that 
action. 

Mr. Bennerr. That is all, Mr. Chairman. 

Mr. Stacerrs. Mr. Chairman. 

The Cuarrman. Mr. Staggers. 

Mr. Sraccers. Mr. Chairman, I would like to clarify, if I mignt, 
a couple of questions. 

Mr. Perkins, if this bill is passed, do you claim or contennpiate that 
there will be a reduction in rates to the people insured now? 

Mr. Perkins. We think that is a possibility, but we cannot say 
definitely that that will happen. It will depend on other accom- 
plishments. We cannot say for sure that is going to happen. But, 
there are several factors which would at least have a tendency to 
reduce rates. 

One of these is that the mere extension of the number of people and 
number of policies tends to bring down the administrative unit costs 
of the industry and of the individual carriers. So that in itself, if 
you get expanded coverage, could be a factor to bringing down the 
rates. 

Mr. Sraccrr. Now, in following that up then, I notice the charts, 
in reading over the testimony of Mrs. Hobby, that there are 63 million 
people who are not insured—probably more now since the population 
has increased. 

Will this bill now, if adopted, bring down rates—assuming not— 
is that going to help the great masses, these 63 million people in any 
way? 

Mr. Perkins. We think so. 

Mr. Stacecers. I know you do think it will, and you probably have 
justification for it, but there is no assurance that those 63 million 
people will benefit. 

Mr. Perkins. Let us remember that among those 63 million, that 
there is a group—— 

Mr. Sraccers (interposing). Now, I am going to say this, there is 
a certain group that cannot afford insurance now, probably, and prob- 
ably cannot afford it then. Is this going to help them in any way? 

Mr. Perkins. For the group that absolutely cannot afford to in- 
clude insurance premiums in their budget, no matter how low the 
premiums are, the bill would not help. 

Mr. Sraccers. It would not help the groups who cannot afford it 
now ¢ 

Mr. Perkins. For the extremely low-income category who could 
not afford to include anything in their budget, and whose employers do 
not pay the premiums, we would have difficulty in seeing, at least at 
this time, how the bill would be of any specific benefit to them. How- 
ever, I do want to point out and make very clear the figures and the 
great significance of the fact that of all of the families in the country 
with incomes under $2,000, 25 percent of the individuals in those 
families have some health-insurance coverage. 

Now, that is a very remarkable figure, we think, and it indicates 
reason for great hopefulness in coverage of even the low-income 
groups. 
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Mr. Sracerrs. That is true. What I am trying to get at is the 
fact that we do not have any program that is going to help these people 
and there probably would not be anything in : this bill that would help 
them in the future. What in reality the bill does is to insure the 
insurance companies from losses; is that not right? So that they 
will go out and try to help other people? 

Mr. Perxrns. I think that is fair. 

Mr. Sraecers. What this does really is to insure the insurance 
companies; that is, the Government will stand back of them with its 
reinsurance fund. 

Mr. Perkins. The Government is standing back of the insurance 
companies in certain features. 

Mr. Sraccrers. I understand that. 

Mr. Perkins. But, the insurance companies have got to go out and 
do the job that the Government wants done. 

Mr. Sraccers. Then, in connection with that, I might read one 
little sentence of Mrs. Hobby’s testimony : 

In actuality, reinsurance would not give an individual policyholder any posi- 
tive assurance of receiving his benefit payments. 


And, continuing that, she says: 

Moreover, approval for reinsurance purposes would in no way signify that a 
reinsured plan is superior to plans not reinsured. 

Mr. Perxrys. Those are very cautious statements, which are the 
facts, and they are made in explaining this provision about advertis- 
ing, and they point out that there is no direct obligation between the 
Federal Government and the individual insured. 

Mr. Sraccers. | understand that. That is all, Mr. Chairman. 

Mr. Sprincer. Will the gentleman yield? I think that, of the 63 
million people, that is a rough statement, that about half of these 

eople would be insured. One-half of them probably would be taken 

in. The other half are not covered. They would not be covered. The 
unemployed are not covered; the indigent are not covered, which is 
a sizable group, according to the statistics. You will not cover 
those, necessarily, who we will say are retired, and there would be 
the borderline indigency cases. 

Mr. Perxrs. We cannot say about that for sure. That is, about 
the people who are retired. 

Mr. Sprincer. Is there any plan at all with reference to that group ? 
As to that group, I have asked all of the witnesses about them, all of 
these people who have come here before the committee. I have asked 
about those three classes of people: the indigent, unemployed, and 
those chronically ill which I call in the retiring age. 

Now, those three groups. 

I think under this plan you probably will reach all the rest of the 
people and get them, because of the program. It is going to be under- 
stood, and I think that there is a chance of getting ‘all the rest of the 
people, because they will have good cause for going into it, keeping 
the premiums down, and the insurance companies are going to find 
that it is going to be profitable for them to go after this business. 

But, as to those three classes of people that I have mentioned which 
I have been wondering about and which I have asked ev erbody about 
who has come before this committee, what about those groups? That 
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seems to me to be important and those are the ones that we are con- 
cerned about. 

Mr. Perkins. I think that the statistics that you have referred to 
are correct, but I would like to point out several things about those 
classes. 

One is, do we really know who the indigent are and in what sense 
do we use the term “indigent” ? 

Mr. Sprincer. Let us use it—just as an example, use your own— 
but let us use the American Medical Association’s definition which is 
anybody who does not have the money with which to pay for their 
medical expenses. Let us use it in that sense. That is what the 
president of the American Medical Association used here about 6 
weeks ago—anyone who does not have money with which to pay his 
doctor. 

Mr. Perkins. I would like to say one thing and then have Mr. 
Stuart extend what I have said. 

I do not know as we can say, flatly, who has the money to pay for 
the costs of illness. Do you mean, also insufficient money at the time 
of the illness, or do you mean to pay premiums in advance of the 
illness ¢ 

Mr. Sperincer. Well, I would say this. You are narrowing it a 
little bit. But, maybe they cannot even pay the premiums on the 
policies. 

Mr. Perkins. When? 

Mr. Sprrncer. They are indigent, so far as the American Medical 
Association is concerned, when they cannot pay their medical ex- 
penses. That does not mean that they do not have any means at all 
or cannot pay it out of their own pockets. It just says cannot pay 
under any circumstances. The president of the American Medical 
Association called that person an indigent person. 

Mr. Perrys. Well, I am inclined to regard that as a little bit 
broad, when they are thinking in terms of this plan. We are thinking 
in terms of what families, what individuals can set aside out of their 
family budgets for insurance premiums. We confess we do not ac- 
tually know how big that group is. We think it is entirely possible 
that the employers will continue the precedent of making it a part of 
the employment terms. 

I think it is very probable that there are many in this class that 
would be indigent, if you say that they cannot pay for their sickness 
when it hits, but they are not going to be classed as indigents if they 
are able to put something in their budget to pay premiums. 

Mr. Sprincer. Mr. Secretary, let me say this to you. You have not 
heard all of the testimony and I am attempting to give you the benefit 
of the doubt. Testimony has been given here for 2 months, and it is 
to the effect that there is a great class of indigents who are not em- 
ployed; not employed by anybody, such as the poor cotton workers 
down South. In other words, there is no plan for these people. They 
ure self-employed persons. In other words, there are millions in that 
group of people. 

Now, it is not a question of employment. It is not a question that 
the employer may do something. It is a question of the person being 
able to do something for himself. 

Now, in that group of people that you have got there, there is 
quite a considerable number. I do not know whether the group is 12 
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million or not. I do not think that anybody can state whether it is 
less than 12 million as being about the number of indigent that we 
have got, when you consider the families. Now, we do not know how 
many there are. 

And then we also have, according to the Department of Labor, 
roughly in the neighborhood, I believe, of somewhere between 1 million 
and 21% million normally unemployed. That is not counting the ex- 
tras. That is counting only just the normal unemployment situa- 
tion, which is going to run into about 2 million. 

Now, it looks to me as if the people who are going to really and 
honestly need this insurance and this protection is going to be those 
three groups of people. 

Now, as to the person we will say who has no place in his budget for 
these premiums and does not take advantage of it, who can, I do not 
feel sorry for him, whether he gets into the program or not, because 
he has got the money and does not do so. The point that does con- 
cern me is these three ¢lasses of people I referred to, and it looks like 
there is not much of a chance of helping them do anything about it. 

Mr. Perxuns. I would like to ask Mr, Stuart to comment on that. 

Mr. Sprincer. I do not want to take too much time. 

Mr. Sruart. Mr. Springer has referred to the class of people, re- 
tired people, who are not covered now. We have been making some 
success in a limited way with those. 

And then, with regard to the large number of people over 65 that 
can very well be covered by insurance that are not covered, or de- 
nied the privilege of being covered. Now, those are not actually in- 
digent people. Of course they cannot take advantage of the insurance 
program, but we do have a class of people, it may amount to 10 or 12 
million—I do not know—who are self-supporting for everything else 
except medical care or hospital care when it strikes. 

Now, many of these people we feel can set aside something for pre- 
payment of the'r medical expenses, and many of them are doing so 
now. 

As a mater of fact, we have some who are earning less than $2,000 
a year, who are providing for some kind of insurance. 

Mr. Sprrncer. You are still referring to the 25 million who are 
covered. 

Mr. Srvuarr. We do not want to mark those people as indigents, 
which we are not doing, because some of them have not been presented 
with the opportunity to have the protection which we think can be 
given them. Many of those individuals cannot be reached because 
they are not in employed groups. They are individual families or 
people who have difficulty in getting into a group and we think the 
group concept of coverage can be greatly expanded, with a little push 
from this type of legislation. 

Mr. Sprincer. Let me ask this. This is something that I am not 
sure about. Iam just putting it out to you. As I understand it there 
are approximately 45 million income-tax payers of the country. That 
means roughly, out of 61 million or 62 million employed people, 15 
million or 17 million do not pay any income taxes. Some of those are 
retired. But, I take it that there are a lot more people who do not 
even make enough to pay any taxes. I take it that those people are 
borderline indigent. cases. 

Mr. Sruart. They become indigent at the time of sickness. 
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Mr. Seringer. That is true. Now, I think that you can take it 
that there is a considerable number of them that are indigent monthly, 
almost. I mean one day they may have a job and make a few dollars, 
and then the next they may not. But I do not see—I am just trying 
to figure it out. There is nothing in this bill to help them. Is there 
anything in your thinking, is what I want to get at. 

Mr, Srvuarr. We have been tremendously surprised ourselves as to 
how much we have narrowed that group in the last 5 years; how 
many have sought the protection, and how high they have placed the 
prepayment plan in their family budgets. 

Mr. Sprincer. Of course, in jumping from 8 million in 14 years 
to as high as 92 million under the plans, I can understand why that 
is true. 

Mr. Srvuarr. We think that it can be narrowed down greater 
than it is. 

Mr. Springer. I will yield the floor back to the gentleman from 
West Virginia. 

Mr. Sracaers. I have finished, Mr. Chairman. 

Mr, Wiuiams. Mr. Chairman ¢ 

The Cuarrman. Mr. Williams. 

Mr. Witu1ams. Along the saine line of questions, I presume that 
the underlying basis for any legislation of this type, and especially 
this specific legislation, is that it is intended to promote the general 
welfare of the people. Is that right? 

Mr. Perxtns. Absolutely. 

Mr. Wuu1aMs. Now, could you explain, or would you elaborate on 
that and show me, if you can, how this is going to promote the general 
welfare of the people? I do not ask these questions facetiously. 

Mr. Perxins. Well, we think 

Mr. Wittiams. Let me say this before you start in on that: I con- 
cede—I think it is pretty obvious how this is going to promote the 
welfare of those people who are now covered by insurance, because 
it permits that insurance to be extended somewhat; but if I under- 
stand the testimony correctly, there is a great mass of the American 
people who do not now have insurance and who probably will not be 
able to purchase insurance regardless of whether this is enacted or 
not, 8 in that sense I am wondering how you might distinguish 
this from being more or less class legislation, dealing with those who 
might possibly be able to pay insurance, and separate that from legis- 
lation which would promote the general welfare of all the people. 

Mr. Perkins. Well, sir, I think you have asked a very philosophical 
question. I question whether every piece of legislation that Congress 
has enacted affects each of our one-hundred-and-sixty-odd million 
people. 

Mr. WuuiaMs. That is very true. 

Mr. Perxrys. Just for example, let us take the Federal Deposit 
Insurance, or the RFC. If you wanted to, I suppose you could say 
that that legislation benefits only people who insure their deposits or 
people who have a business and might want to have a Federal loan. 

So, I think that it would be perhaps a little erroneous to assume 
that the definition of “general welfare” would include only such legis- 
lation as we are sure at this time affects every single person in the 
country. Another example would be the housing legislation for 
homeowners. 
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Now, putting that aside, we think that, just to restate it, we think 
real need exists to stimulate experimentation looking toward the devel- 
opment of better coverage for more people at a price that they can 
afford to pay, and the promotion of that is in the interest of the 
general welfare. 

We think that this is particularly important in case of the aged 
and those living in rural areas and the self-employed individuals, 
and employees of small firms; that is in terms of people. 

On the benefit side we think better protection against the expensive 
long-term illness is necessary and that e3 xperimentation is inherently 
hazardous and by sharing the risks, the Gikhces of financial disaster 
for individual carriers is ‘greatly reduced. 

We think incidentally that the matter of reinsurance would help 
to focus public attention on the desirability of prepayment for cost 
of medical care. 

For these reasons we think this bill clearly is one which would 
promote the general welfare. 

Mr. Wiiu1aMs. Is it proper to assume that one of the purposes of 
this legislation is to encourage people to take out aatAliteurence 
policies? 

Mr. Perkins. We think that is an incidental benefit which. would 
flow from it. 

Mr. Witxi1ams. Do you think that is a proper function of Gov- 
ernment? 

Mr. Perkins. Well, I am afraid to try to answer that abstractly. 
Is it a function of the Federal Government to urge people to buy 
something: is that your question ? 

Mr. Wiiirams. Yes; to buy something. Is it a proper function of 
Government to attempt to tell our peo ple what is best for them; or, 
is it not—by the same token—more in fine with our way of thinking 
for the Government to leave it up to the individual to make his own 
determination completely, and without being subjected to Govern- 
ment propaganda of any kind? 

Mr. Perxrns. Well, without getting off into an abstraction here, I 
just want to make two points. 

(1) The bill does not tell anyone to buy anything. 

(2) But if the bill did tell anyone to buy anything, and it certainly 
does not, I would want to point out as a precedent the Social Secu- 
rity System, and the old-age and survivors benefits, where the Federal 
Government has by law said, “You shall have a tax on your wages 
and shall buy in effect a retirement right.” 

Although I do not think that is particularly applicable to this bill, 
T do think that it is an example where the Federal Government has 
done that. 

I would like to point out what is purely an incidental result which 
we think would accrue on the bill: that is the focusing of public 
attention on the importance and significance of including health insur- 
ance as an item in the family budget. 

Mr. WiiutaMs. Well, assuming this should be a proper function of 
government, Mr. Perkins, would it follow that the Federal Govern- 
ment should use its resources to enc ourag? people to buy life insurance 
or to buy automobile insurance? Or, perhaps, take vitamin pills, 
because they are good for them? 
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Mr. Prrxins. Since the bill does not do this, 1 wonder if it is 
appropriate or fruitful for me to try to answer on this point. 

Mr. WituiaMs. Let me say this. I don’t mean to ask loaded ques- 
tions; but it is my thought that in approaching any legislation, the 
first consideration should be given the underlying philosophy of that 
legislation, and whether or not it is consistent “with our American 
processes as they are outlined in the Constitution, and whether or not 
the Congress has authority under the Constitution to legislate in that 
field. As you say, it is a philosophical question, but I think that it is 
very fundamental. 

Mr. Perkins. Well, if we can confine ourselves to the purposes of 
this bill, we conceive that the purposes of the bill are to encourage 
the more extensive use and more extensive availability of voluntary 
prepayment plans of the beneficial type. 

Mr. WitiiaMs. My question, in response to that is, Is that a proper 
function of government / 

Mr. Perkins. We certainly think so. 

Mr. Wiss. To encourage participation of the people in any 
particular private business in the United States / 

Mr. Perkins. I would state it this way. We think that anything 
that has the tendency of making available to the people better pro- 
tection against expenditures for medical care so that they in turn can 
receive better medical care, is something that promotes the welfare of 
the American people. 

Mr. Sraccers. Will you yield? 

Mr. Ww ILLIAMS. I will yield to Mr. Staggers. 

Mr, Sraccers. I would just like to say, in connection with bringing 
in the analogy of social security, that that is not a private enterprise. 
It isa nonprofit organization which is carried on by the Government 
for the welfare of the people, and according to the thinking that he is 
indulging in, that along the line of encouraging people to get into a 
private profit-making endeavor, I think that his aieshe is wrong. 
Social security does not do that at all. 

Mr. Perkins. Well, there are other areas. I think it is certainly 
true in the case of compulsory vataneiaie i insurance which many of 
the States have. I am not sure of this—Are there any cases in which 
unemployment compensation is farmed out by the States? 

Mr. Sraccers. Certainly there would be, but I think even in that, 
the Government is not in that venture at all. That is allowed. But, 
you are talking about something else. May I proceed ? 

Mr. Wirtrams. Yes. 

Mr. Sraccers. I think that this is an entirely different matter from 
the protection of or helping a private organization. I think that we 
can say that. And, I will not pursue this any further. But, as to the 
social security, I want to say that I do not believe that that is analogous 
at all. 

That is all I have. 

Mr. Wiiu1aMs. I do not care to belabor this point. I want to ask 
1 or 2 more questions, and then I am through. I certainly do not feel 
that any Governmeit program that requires compulsory participa- 
tion of individuals in any kind of a social-welfare plan—and I use 
social security as an example—is consistent with our form of gov- 
ernment. My objection to social security is that it is a compulsory 
program and the individual has no freedom of choice. 
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I do not believe that the Government has the right to tell me—and 
I say that realizing that the Supreme Court has ruled otherwise—but, 
I personally do not feel that the Government has the right to tell me 
how to spend my own money to provide for my own future—my own 
personal future. I think that is a matter for my own individual deter- 
mination. And, for that reason, I congratulate the administration 
for bringing in what is very obviously a voluntary program; I think 
that program though should be clearly in the interest of promoting the 
general welfare before Congress considers it. I think that should be 
shown affirmatively. Iam very sure you agree with me on that. You 
may have your ideas of what is general welfare, and your ideas may 
differ from mine. It is for that reason that I asked this series of ques- 
tions. 

Now having stated my position with regard to compulsory pro- 
grams, would not that, even so, more nearly serve the general public 
welfare than a program of this kind? You understand, I would 
oppose such a program, but would it not obviously be directed more at 
promoting the interest of the general welfare? 

Mr. Perxrns. As to the features of a compulsory program 

Mr. Wut1aMs. I hope I have made mipaate: clear. 

Mr. Perxrns. Well, when you say that, I assume we have to test it 
in terms of its efficiency, or what it would accomplish or achieve. 
When vou are satisfied in those terms—— 

Mr. WuuiaMs. It is a question of interpreting the meaning of 
“general welfare,” I presume. 

Mr. Prerxrns. Well, as I understood it, you asked whether or not 


« compulsory program would be better in promoting the general wel- 
fare. We do not think it would. 

Mr. Wiix1ams. Well a compulsory plan would include everybody 
und everyone woulc be affected. This plan would include, or benefit, 
- those who are able to take out insurance policies. Is not that 
right ? 

Mr. Perkins. I suppose chat is true, that is, if you look at the ee 


7 


ment—you do not know how large it is—which would not. possi 
ever get benefit from the voluntary peers plan, some plan of 
ae insurance which is applicable to the country as a whole 
might have a more direct benefit to those people who could not possibly 
come under this kind of an operation. 

I would like to ask Dr. Keefer whether he has any special comment 
to make. 

Dr. Keerer. Well, I conceive this program to be a purely voluntary 
one and to encourage more people to assume individual responsibility 
for health and for health protection. 

A great many people in the past 10 or 15 years have come to a reali- 
zation that health insurance protection is vital and essential, due to 
the unpredictable cost that may occur in any individual year. So 
that what people really want is health protection at a price that they 
can afford to pay. 

Mr. WiriuiaMs. I would certainly prefer this program to anythin 
like a compulsory health insurance plan. As a matter of fact, t 
would oppose a compulsory health-insurance program as long as I 
stayed in Congress and would oppose it as a citizen after I go out of 
Congress: but taking the two together, and in either case, it has not 
yet been made clear to me that either program would be a proper func- 
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tion of the Federal Government. I think that should be shown very 
clearly to the committee. I do not know whether other members of 
the committe have the same doubts or not, but I think that should be 
shown very clearly before this bill is given any consideration. 

Mr. Perkins. Well, I think, sir, you should test this bill in the same 
way that you test any other bill that comes before you and determine 
that it would be very clearly a bill designed with the effect of promot- 
ing the general welfare. 

Mr. Wi11aMs. I am through, Mr. Chairman. Thank you, sir. 

The Cuarrman. We are getting toa point where I am expecting at 
any moment the bells will ring for a call of the House, but until that 
does happen, if nobody has any further questions, I will ask a few 
myself. 

I hope I can get an opportunity to get them in the record. If not, 
as I have mentioned, we will come back at half past 1 or 2 o’clock, 
provided it is possible to get an hour or so in during the afternoon, 
when the House would be in general debate. That would enable 
those of us who are interested to be here to do so, and certainly I 
would be here even if I should be the only one, if I do not get the 
chance to ask these questions before the bells ring. 

Now, you are aware of the fact that I have introduced two bills 
on this subject. One, H. R. 6949, and the other, H. R. 8356, which 
is the basis of these hearings. 

There are some rather distinctive differences between the two bills. 
I think that in some respects the differences are fundamental in 
character. 

It is not my intention to enter into a discussion as to which is right 
and which is wrong, but I would like to get the answers of the Depart- 
ment and the reason that it has to justify its thinkings in these funda- 
mental matters. 

Now, the first difference that I note is that in the bill that I orig- 
inally introduced—please do not take it because I introduced the bill 
that there is that pride of authorship that makes me as sensitive as 
though I was talking about a child that belonged to you. As I have 
explained on other occasions, this bill H. R. 6949 was originally pre- 
pared in, I think, 1950, or thereabouts, and it was brought to my atten- 
tion by Governor Stassen who at that time was president of the Uni- 
versity of Pennsylvania. They were his thoughts that were put into 
this bill that I introduced and Governor Stassen had the help of the 
medical faculty at the University of Pennsylvania medical school. I 
am a graduate of that institution and I assume I was selected to 
introduce the bill particularly because of that and because I am a 
member of this committee. So I introduced the bill, as I expressed it 
at the time, with the idea of creating discussion. I hope that the bill 
has in some measure contributed to the discussion that has followed 
and that lead up to the introduction of the present bill, H. R. 8356. 

Now, section 1 of the first bill that I introduced made only non- 
profit prepayment plans eligible, whereas this present bill that I have 
introduced makes both commercial and nonprofit plans elegible. 

Will you express for the record the thinking that went into that 
inclusion of commercial as well as nonprofit plans? 

Mr. Perkins. Yes, sir. As you stated, the administration bill does 
not exclude any type of carrier or prepayment plan for any health 
service. 
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It is the administration’s view that because this plan is nonsubsi- 

dized, that is, general revenues not being used to make payment to 
carriers without the compensating reinsurance premium being ¢ harged 
to the carrier, that it is entirely appropriate that we should include 
the commercial carriers and not only appropriate, but further that in 
order to make maximum, take maximum advantage of the competitive 
spirit, that exists in this area, that it would be wise to make a reinsur- 
ance service available to the commercial and nonprofit, understanding 
at all times that it is only the service that is bought and paid for by the 
carrier. The reinsurance formula of the bill is such that no profits 
are underwritten. 

The Cuamman. As I said, I am not going to enter into any disecus- 
sion upon the merits of one proposition as compared to the other, but 
in view of the fact that I believe that these are fundamental matters, 
I want this record to reflect your thought, the thought of the Depart- 
ment, and those who are interested in this particular bill we have 
before us. 

Now, the second matter I would like to call your attention to is 
section 8 of the original bill which all policies issued by a plan must be 
reinsured. The present bill provides that a company may issue simul- 
taneously reinsured and not reinsured policies. 

Mr. Perkins. On that point, sir, we feel that the maximum utiliza- 
tion by carriers would exist where they had been given the flexibility 
to have several types of plans outstanding, as many of them now do; 
and we feel that the speeding up process and experimentation process 

can really assist where the carrier has an opportunity of taking an 
experimental or new plan and adding it to his other plans, rather than 
substituting it for them, that we can get the best, speediest, coverage 
in that way. 

The Crarmrman. Another point, under the original bill that I in- 
troduced, hospit: sli ation contracts and medical care contracts calling 
for cash benefits may not be reinsured, whereas under this present bill, 
both contracts calling for cash benefits and contracts calling for 
services may be reinsured. 

Mr. Perkins. On that point, sir, again, the administration believes 
that the maximum use by carriers would exist if we made the reinsur- 
ance scheme as open and as available as possible. We would like to 
see the greatest type of experimentation and differentiation in the 
field, in the sense that we do not want to confine the stimulating opera- 
tions of the Federal Government to any particular type of carrier. We 
think that the direct service carrier as well as the other type of car- 
riers can perform a real function. It is only by the continuing opera- 
tion of all types of carriers which are all trying to reach the same 
objective—many of them approaching it in different ways—and we 
think to offer encouragement to all these different parties is the best 
way to approach it. 

The Crarrman. The orginal bill provided separate reserve funds 
of (1) $25 million for hospitalization reinsurance and (2) $25 million 
for medical-care reinsurance. The present bill provides for a single 
reserve fund of $25 million for both types of contracts but the Secre- 
tary may establish separate accounts. 

Mr. Perxrns. Well, on that score I would like to just make a pre- 
liminary statement and then ask any of my associates if they have any 
particular comment. 
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My guess would be that the difference betwen the medical care and 
the hospitalization is not sufficiently distinct so that we would feel 
that it would be preferable to simply regard the two as merged. 1 
think that under the many different types of plans we have in exist- 
ence already and which are growing up, that the distinction is going to 
become more and more blurred and there is no necessity of creating 
separate funds for these separate types of services which now seem to 
be categorized to some extent. We think they will become less so. 

Dr. Keefer, would you like to comment on that, or, Mr. Stuart, would 

vou like to comment on it? 
’ Mr. Srvarr. It would seem to me that Mr. Perkins’ statement 
represents a point of view of the people who are interested in the 
program that more and more, as we come to view this whole problem, 
we think in terms of the problem of illness rather than the specific 
problem of hospital care and medical care, and we are working to- 
gether in coordination the 2 forces, hospitalization and doctors to 
solve the problem and very often it is 1 problem instead of 2. 

The Cuairman. Other questions have come to my mind I could ask, 
but for the purpose of getting the answers, I am withholding any 
comments on answers that are made. 

I will say that my silence, which is sometimes mentioned as giving 
consent, does not necessarily give consent. In other words, I would 
not want it to be assumed that I had a fixed view with respect to the 
original bill that was introduced. Already you have said something 
that appeals to me very greatly, as to why that bill should be different 
from the provisions as you have them in the present bill. So that I 
hope that my lack of comment will not be misunderstood. 

Mr. Perxtns. Not at all, sir. We think it extremely helpful to 
elicit this type of difference. 

The Cuarrman. The bill originally introduced provided that a cor- 
poration might borrow up to $25 million from the Treasury. The 
present bill does not have any borrowing power. 

Mr. Perkins. I think it is not quite fair to say that there is no 
borrowing power. In effect, the $25 million provided in H. R. 8356 
is an authorization for a capital-advance account to be set wp in the 
Treasury which amounts to a line of credit which could be called upon 
by the Federal reinsurance fund. 

So that it has many similarities to a borrowing power, and I do not 
think there is more than a technical distinction there. 

The CrHamman. Section 4 in the original bill provides that all 
power be given to a new Federal corporation which has a board of 
directors of three members to be appointed by the President and con- 
firmed by the Senate, whereas under the present bill all powers are 
given to the Secretary of Health, Education, and Welfare, and an 
Advisory Council of 12 members is to be appointed by the Secretary. 

Mr. Perkins. One reason for that distinction, I would suppose, sir, 
is the fact that H. R. 6949 actually provides for a corporation, whereas 
this bill, H. R. 8356, does not provide for the formalities of a corpo- 
ration. 

There is a certain amount of inflexibility and a lot of trappings 
have to go along with the setting up of a Federal corporation, and it 
was felt that the maximum efficiency of operation could be achieved 
by having it a departmental unit, although this is not absolutely and 
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necessarily a black or white matter. And I think that that may be 
one of the basic reasons for the distinction between having a board of 
directors as in H. R. 6949 and having the powers established under 
the Secretary with the Advisory Council as in H. R. 8356. 

The CHamman. In the original bill reinsurance premiums were 
established by statute at 2 percent of premium income. In the present 
bill reinsurance premiums are to be established by the Secretary 
through regulation. 

Mr. Perkins. This is quite a significant or important difference. 

The administration bill, because it is designed to be completely self.- 
sustaining, is based on actual yearly premiums throughout, and it was 
believed by the consultants to be impossible to set a statutory rate for 
all types of plans. We would anticipate that there would be many 
different types of plans submitted for reinsurance and that the only 
way to handle it on a basis, self-sustaining basis, would be for the 
actuaries to scrutinize each particular plan for the actuarial risk 
involved and fix the reinsurance premium rates accordingly, and we 
do not feel that we could operate under this bill with a statutory fixed 
premium rate, a fixed reinsurance premium rate, and make it achieve 
its purpose. 

The CHarrman. Now, in the original bill reinsurance benefits were 
established by statute, namely two-thirds of each claim in excess of 
$1,000 during any 12 months’ period, whereas, under the present bill, 
H. R. 8356, reinsurance benefits are established by statutory formula 
(three-fourths of insured cost which is calculated by taking into con- 
sideration the premium income, benefit payments, and administrative 
expenses). Reinsurance benefits for policies providing for services 
rather than cash benefits are to be established by the Secretary through 
regulation. 

Mr. Perxins. Here again, sir, there was the belief of the Secretary 
and of the consultants that optimum operation would be achieved by 
reinsuring the plan in the aggregate. The thing that we are seeking 
to accomplish is the improving of voluntary health prepayment plans 
and extension of covérage into new areas. 

Now, since we focus attention on the plan itself, as opposed to an 
individual claim, I think it is readly observable why we aloes that 
the reinsurance payment should be based upon losses of the carrier 
under the plan as a whole, rather than have the Federal Government 
step in and pay, or make a reinsurance payment merely because one 
individual under the plan required a payment in excess of $1,000 dur- 
ing the 12 months’ period. 

It was felt that the Federal Government should give a carrier 
assurance that if its experiences in the aggregate under the plan dur- 
ing the year were very bad, then the Federal Government would share 
in the loss. In other words, the philosophy of the bill is to look not 
to individual losses but losses of a carrier under a plan as an aggre- 
gate and to hope that carriers will improve the plan in the aggregate. 

The Cuairman. Now, with reference to standards, I would like to 
ask a few questions. 

In the bill originally introduced by me, subscription charge must 
be fixed as percentage of income. There is no such provision in the 
present bill. Has consideration been given to that? 

Mr. Perkins. Yes, sir. Well, I think, sir, that that is perhaps a part 
of the same question that was referred to earlier on standards in gen- 
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eral, And, as I think I indicated in my answer, we felt that in general 
it would be unwise to insert in the bill detailed standards of types of 
insurance policies. 

Now, of course, this one is a somewhat special type of standard you 
are referring to. It is special in the sense that it relates to the very 
basic question of whether or not the Federal Government should in 
sist that subscribers’ charges be fixed as a percentage of income, and 
we think that this is more appropriate in a subsidy type of plan, and 
that H. R. 6949 was based more on that approach, whereas in this 
self-sustaining operation which is proposed in H. R. 8356, with no 
Federal subsidy involved, that the Federal Government should not 
be in a position of telling the carrier in terms of standards just what 
kind of a scale of premium rate is charged. 

Naturally we would be pleased and will welcome it if a carrier 
should be able to work out a schedule such that it could charge less 
for low-income groups. We did not feel that that should be a stand- 
ard in the bill itself. 

The CuairmMan. Now, subscribers, under the bill that I introduced 
originally, subscribers from outside State of domicile of health plan 
were limited to 25 percent of total subscribers, 

What would be your reaction to that kind of a standard ? 

Mr. Perkins. Well, although we have no comparable provision, as 
with other regulations, or other standards the Secretary under H. R. 
8356 would be empowered to create such a standard. 

I personally would not be able to comment on the desirability or 
necessity of a comparable standard, whether it be in the bill or in 
regulations; but I would say that we would not feel that it should 
be set up in the bill. If you would like comments on the desirability, 
per se, an answer as to whether or not it should be something that the 
Federal Government should stand by, as a regulation, I would wel- 
come the comment of Mr, Stuart and Dr. Keefer. 

The Cuamman. Well, I would not want by my asking the question 
to infer that you would necessarily be in a position to answer a 

uestion like that, for a second, and it would be a question that un- 
oubtedly, as some of these others are that I may te 9 would require 
a great deal of study before it could be answered. 

I want any of you to feel perfectly free in expressing yourselves 
in that way, if you feel advisable to do so. I would not want the 
fact that you attempted to answer my questions to be taken as a hard 
and fast rule that that would apply to the Secretary in the making up 
of standards under the bill, as you have prepared it, which provides 
for discretion in the matter. 

So that I want you to feel perfectly free to either answer or not 
answer and no matter what your answer may be, I want you to realize 
that that is not binding, so far as the Secretary is concerned, if we 
should pass the bill in its discretionary form. 

Mr. ae Would you like to comment on the merits of that, 
Mr. Stuart? 

Mr. Sruarr. Under this bill, which encompasses the private insur- 
ance carrier as well as the nonprofit plans, this type of regulation 
would seem not to be appropriate to me. If it encompases only the 
repayment plans which are all locally operated, then I think it would 

€a very proper provision. 
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The Cuarrman. I think that you are referring to a very important 
factor. 

Now, what do you think about a standard which has been set up in 
that original bill that the policy must provide for 6 months’ hospitali- 

zation during any year? 

Now, I am asking this question with this thought in mind, that as 
you have had a discussion of the whole subject matter and the assist- 
ance of individuals who were well qualified to express opinions from 
the standpoint of experiences that they had gained, I am hoping that 
if such did take place that you could give us “that particular thought. 

Again, I emphasize that T do not want the answer to be taken as a 
positive assurance or as a statement as to what would happen if the 
discretionary form of the bill were adopted. ‘ 

Mr. Perkins. I think I would like to ask again Dr. Keefer or Mr. 
Stuart as to whether or not they would feel that a regulation con- 
cerning a fixed period of hospitalization would be desirable or whether 
that, too, would be something that even in regulations we’ would 
want to leave flexible. 

The Cuamman. Should the policy provide for 6 months’ hospitali- 
zation during any year? 

Dr. Keerer. In my opinion, sir, the standards should allow for the 
greatest possible flexibility. In some instances you may want to 
have a policy that would continue hospital benefits for a year. In 
other plans it might very well be quite acceptable for the plan to 
include 120 days. That could be based mainly on experience in 
various plans and in different areas. 

Mr. Perkins. Without knowing much about it, I will just amplify 
Dr. Keefer’s statement. I would guess that I as an individual policy- 
holder ns want to buy a policy that said I could be hospitalized 
for a year, or two, consecutively, rather than having 6 months out of 
any one year kind of a proposition, and I would suppose we would 
not be prepared to say which type would be better, at least at this 
time. 

Mr. Srvarr. I think that we are really, Mr. Chairman, speaking as 
individuals who are interested in the problem that the basic period 
of coverage be adequate to cover all ordinary types of hospital admis- 
sion, and we are t tending toward either a 70 or 120 day basic period. 

Then, in addition to that, we think that we would urge that some 
arrangement be made for long term, longer term than 6 months, longer 
than a year if necessary in individual cases with some conditions or 
deductible provisions. 

The Cuarrman. What would you think of a provision that would 
require a subscriber to pay a dollar per day, or 5 percent, whichever 
is less, of any hospital bill. You see the purpose of the standard that 
I refer to. 

Mr. Srvuarr. In the voluntary nonprofit prepayment field we are 
coming to recognize the need in some areas for some conditions and 
some deductibles, but on the basic coverage, or days of coverage, we 
hope not to have to have conditions or deductibles, but we may be 
forced to have them. 

Mr. Perkins. The objective of the reinsurance program, we think, 
should be to stimulate broader and better coverage and benefits. To 
require that the carrier insert coinsurance or deductible provisions of 
this type in the plan would seem to me to go counter to this objective. 
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If any standard on this matter should be established—there should, I 
think, be no statutory standard—it should point in the opposite direc- 
tion, that is, it should probably place limits on the kind of deductible 
or coinsurance provisions that could be inserted in a plan eligible for 
reinsurance e. This could be done under section 303 (a) (1) and (5) 
of H. R. 8356. 

The Cuarrman. What do you think of a standard that a policy 
must provide for payment of 75 percent of cost of 12 doctor visits at 
home or office during any year excluding the first visit ? 

Shall I read the question again / 

What do you think of a provision that a policy must provide for 
payment of 75 percent of cost of 12 doctor visits at home or office dur- 
ing anx year excluding first visit # 

Mr. Sruarr. I think, Mr. Chairman, we have to in this field of vol- 
untary prepayment plans, arrange for payment of such visits with 
some deduction of the first or maybe the first 2 or possibly the first 3 
visits. I think it might go beyond the number which you mentioned. 

Mr. Perrys. The standard you are asking about has two aspects : 

First, it would require 25 percent coinsurance with respect to the 
jirst 12 doctor visits, plus an exclusion of the first visit: and second, it 
would place a limitation on the number of doctor visits for which any 
payment could be made. 

With respect to the coinsurance aspects, again, I certainly do not 
think we would want to fix any standards insisting upon a specified 
coinsurance percentage or the exclusion of a particular number of 
visits. On the second point, we would also not want to create a stand 
ard which limited the number of visits for which protection could be 
provided. 

These kinds of limitations might well be necessary, in a bill such as 
H. R. 6949, which is a bill providing for matching of reinsurance 
premiums out of general revenues of the Federal Government and 
which reinsures individual claims. These limitations, in that type of 
bill, afford a certain measure of protection to the Federal Government 
as the reinsurer. 

On the other hand, under a bill such as H. R. 8356, such limitations 
seem wholly inappropriate. Under the program we propose reinsur- 
ance premium rates would be actuarially determined. They would 
probably be higher for very liberal plans. In any event, an actuari- 
ally det ermined reinsurance premium would reflect these matters and, 
therefore, there would be no necessity of establishing statutory max- 
ima and other restrictions on the benefits which a reinsured plan could 
provide. 

The Cuarrman. Do you think that the policy should provide for 
payment of 95 percent of the cost of medical services in hospitals? 

Mr. Srvarr. Iam not sure who would pay the 5 percent. 

The Cuarrman. I say, do you think that the policy should provide 
for payment of 95 percent of the cost of medical service in hospitals? 

Mr. Srvarr. I think there are better ways of covering it than on a 
yortion of the cost basis. I think that the initial cost should be borne 
i the carrier and if it is a long time illness, that then there would 
have to be some cognizance either on a percentage or an additional 
basis. 
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The Cuarrman. Now, getting away from the comparison of the two 
bills, and the questions I am asking now are of a more general 
character. 

Do you think that there should be a provision as to cancelability at 
the discretion of the carrier ? 

Mr. Perkins. We are still, sir, I assume, talking in general terms, 
not talking specifically, and just generally as to policy ¢ 

The Cuatrman. That is right. 

Mr. Perkins. Well, I think that every effort—— 

The Cuatrman. I am trying to ask questions that I think the aver- 
age person is interested in and will want to know our thinking in the 
matter. It might be that in connection with some of them that we 
would feel that it should be made a part of the bill. So that these 
questions I judge are questions that are likely to be asked by indi- 
viduals, judging by the correspondence that I have had, any number 
of questions can be asked. 

Mr. Perxtns. Well, we think that every effort should be made to 
encourage carriers to provide noncancelable contracts and certainly 
no contract should be cancelable simply because somebody becomes ill. 
You will note that section 303 (a) (7) of H. R. 8356 specifically men- 
tions cancelability as one of the items as to which the Secretary might 
fix standards. 

However, I do not think we are prepared at this time to say posi- 
tively that no plan with conbihatele policies should be eligible for 
reinsurance. 

The Cuatrman. I would like to call to your attention a very worth- 
while editorial that appeared in the News, Washington News, March 
17, entitled “The Right Idea” on health insurance, and the feature 
that they particularly referred to and emphasized is that “we advocate 
that one ironbound condition be written into the bill now pending 
before Congress : 

“No health insurance policy should be reinsured unless it is non- 
cancelable.” 

I could read further from the editorial, but that expresses in a 
few words their views and in respect to that, I think that those are 
the views of the multitude of letters that have been received as a 
result of the article written by Colonel Grove. 

What exclusions or limitations with regard to preexisting conditions 
on the part of the insured should be tolerated in policies which are 
reinsurable ¢ 

Mr. Perkins. Well, generally, as I understand it, Mr. Chairman, 
group contracts, very few of them have any exclusion or limitations as 
preexisting conditions. 

I also understand that individually written contracts normally do. 
Certainly, generally, all carriers should be encouraged to waive pre- 
existing conditions after a reasonable period of time. 

H. R. 8356 would, in section 303 (a) (2), expressly authorize the 
Secretary to prescribe, as a condition of reinsurance, safeguards 
against undue exclusions of health services or health conditions or 
other undue exclusions or limitations. Here, again, we would have a 
general indication of congressional policy without an attempt to set 
rigid standards by law. Obviously, the implementation of this 
authority, especially for individual types of policies, may be difficult 
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and complex and will require extensive study and consultation with 
the Advisory Council and interested groups and organizations. There 
are many possible variables involved, and flexibility and room for 
experimentation in this program are essential. Mr. Stuart, do you 
care to comment on the matter ? 

Mr. Stuart. I think the regulations could cover that; not in the bill, 
but in the regulations. 

The problem I think has to do primarily with the individual 
enrolled person, not in a group, and there are in most cases, I think, 
these preexisting inclusions now. Many of the organizations waive 
that after 1 year or after some fixed time, and I think that type of 
program where there is a waiver of those conditions, again is preferred 
by the language of the bill and I think would be again preferred in 
the administration of the act. 

The Cuatrman. Should policies be reinsured which do not become 
incontestable after being in force for a specified minimum period ? 

Mr. Perkins. I think I answered a question somewhat similar to 
that, that generally group contracts are now incontestable after being 
in force for a specific minimum period and again, individually written 
contracts have in them provisions as to the incontestability. 

Again, we would certainly hope that by regulation or otherwise all 
carriers could be encouraged to write only policies that become incon- 
testable after being in force for a minimum period of time. 

And, I do think that certainly that something should be in the 
regulations along those lines. 

The Cuamman. Should policies be reinsured which do not provide 
for a specific minimum amount of benefits, that is, for each day in a 
hospital or for each doctor’s visit, for example, and a specified mini- 
mum length of time during which benefits should continue ? 

Mr. Perxrns. I think that minimum benefit standards would be de- 
sirable. I donot think that it would be feasible to set them in the law 
itself, however, considering all the variables and imponderables in- 
volved. Careful consideration would have to be given in this connec- 
tion to the various types of plans and carriers we would wish to re- 
insure, to distinctions between group plans and individual enrollment 
perhaps, and possibly even to different geographic areas. It seems ob- 
vious, therefore, that the matter can be dealt with adequately only by 
regulation, and that these may have to be changed from time to time 
in the light of experience and of the development of voluntary health 
insurance in this country. 

To furnish both general policy guidance and flexibility, section 303 
(a) (1) of H. R. 8356, as “aed 's the Secretary’s testimony, stresses 
the objective of expanding the types, range, amount, and duration of 
benefits covered by prepayment plans, and section 303 (a) (2) would 
specifically authorize the Secretary, as a condition of granting re- 
insurance, to prescribe “minimum ranges of health conditions to be 
covered by the plan [and] minimum provisions as to the kind, quan- 
tity, and duration of health services to be covered or provided under 
the plan * * *.” Any regulations developed pursuant to this provi- 
sion should be designed to assure that prepayment plans provide for 
adequate benefits as to range, amount, and duration. It would cer- 
tainly not be promoting the purposes of the act to reinsure plans that 
did not provide for such adequate benefits. 





06 HEALTH REINSURANCE LEGISLATION 


The Crarrman. Should policies be reinsured which do not contain 
a provision for waiver of premium in the event of prolonged illness? 

Mr. Perxtns. Well, certain basic coverage should provide for care 
during ordinary length of illness. Catastrophic illnesses or major 
medical care programs should be specifically encouraged under .the 
bill. 

The bill is designed to encourage more comprehensive plans which 
will in themselves a the families against prolonged illnesses and 
the economic burden attendant thereon, and waiver of premium in 
the event of illness should definitely be included as a part of the 
objectives. 

I think that some regulation along that line might be a desirable 
thing. 

The Cnatrman. Should policies be reinsured which do not limit 
additional charges made by hospitals or doctors over and above bene- 
fits payable under policies to a specified percentage in excess of bene- 
fits payable under policies? 

Mr. Srvarr. It is a very good question, Mr. Chairman. Of course, 
in the Blue Cross, Blue Shield Service plans, any additional charges 
made by the hospital are limited by the contract between the processor 
of service, that is, the hospital and the doctor, and the plan. So that 
is taken care of in those plans, where you have a complete service pro- 
gram and in the Blue Shield program it is taken care of in those plans 
that have this special feature up to a minimum amount of family in- 
come per year and beyond that the doctor can make an additional 
charge. 

Under that the payment to the doctor is payment in full. 


Now, for the other programs, the cash indemnity pongrants, where 


the benefits received are in amount of money, why, there could be no 
limits on the additional charge made by those that provide the serv- 
ices, since there is no privity of contract between the providers of the 
service and the plan. 

Mr. Perxins. I would like to say there—— 

Mr. Stuart. It would seem that if we are in the overall approach 
to this program, that this bill contemplates, it might not be wise to 
attempt to limit the amount that could be paid or could be charged by 
the provider of the service above the indemnity payment provided 
by the carrier. 

Mr. Perxtns. Perhaps it would be well to state that so far as we are 
concerned, the administration does not favor any attempt on the part 
of the Government to regulate the practice of medicine or adminis- 
tration of medicine, or the charges of physicians. To the extent that 
such a regulation might do that we would not be in favor of it. 

On the other hand, I am by no means sure whether reinsurance of 
a plan which, unlike the usual commercial policy, provides for paying 
a scheduled charge to the provider of specified medical services under 
an agreement with the carrier, yet leaves the provider free to make an 
additional charge to the subscriber, would promote the purposes of the 
act. There is nothing in H. R. 8356 which would require that such a 
plan be necessarily made eligible for reinsurance. The question here 
would not be how much a physician should charge for given services 
but rather whether we should reinsure such a plan which does not 
provide for meeting the physician’s entire charge through the pre- 
payment method. Whatever the answer, it would not in my judgment 
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amount to an attempt on the part of the Government to regulate, di- 
rectly or indirectly, the practice of medicine or the charges by physi- 
cians for medical care. 

The Cuatrman. Should any distinction be made between medical 
services rendered in a hospital and medical services rendered outside 
hospitals insofar as percentage of cost is concerned which the insurer 
must bear himself; that is, assuming that there would be a limitation 
of that kind? 

Mr. Perkins. I personally do not have the competency to answer 
that, whether or not a distinction should be made. 

The Cuairman. Do not answer if you do not feel right about it. I 
do not want to get any thought in the record that we have to come back 
and explain. 

Mr. Stuart. From the standpoint of the individual in need of care, 
there should be no distinction made in the bill. 

Dr. Krrrer. I would agree with that. 

The Cuatrman. Of course—well, I said I would not discuss the 
points that I had in mind. 

Should a coinsurance, that is, an insured bearing a portion of the 
cost, be required with regard to all insurance policies which may be 
reinsured under the bill and should maximum and minimum of coin- 
surance percentage be provided for in the bill ? 

Mr. Perkins. I do not think so. Certainly not in the bill. The 
language of the question as you stated it, I think, included the words 
“in the bill,” which gets back to our basic point. Assuming we are not 
talking about “in the bill,” but are speaking about regulations, I should 
like, first, to invite attention to section 303 (a) (5) of the bill which 
authorizes the Secretary, as a condition of reinsurance, to regulate the 
matter of coinsurance. As I believe I indicated earlier, there would 
be no purpose, from the point of view of the objectives of the reinsur- 
ance program, to require that policies or subscriber contracts provide 
for a minimum coinsurance percentage. This would narrow rather 
than extend health protection and work to the disadvantage of many 
plans which generally now do not have coinsurance provisions. On the 
other hand, regulations providing for maximum coinsurance percent- 
ages, in those cases in which a plan providing for coinsurance is con- 
sidered eligible, would evidently be the kind of regulation which could 
be appropriate. Do you have comment, doctor? 

Dr. Krerer. I agree with that statement. 

The Crarrmman. Should policies have a deductible feature so that 
benefits are payable only after deductible has been paid by insurer 
himself ? 

Mr. Perxins. I do not think so. Any reinsurance requirement to 
this effect would run counter to the objectives of a reinsurance pro- 
gram and discriminate against many sound plans. However, within 
proper limits, coinsurance, for example, in the major-medical-expense 
type of policy issued by some commercial carriers, may be wholly 
appropriate. Section 303 (a) (8) of the bill would authorize regula- 
tions as to deductible amounts. Under that authority, it would be 
appropriate to limit the size of deductible amounts, if any, which 

various kinds of plans may specify and still be eligible for reinsurance. 

The CuHarrman. Should requirements be contained in the bill that 
individual applications for insurance must be granted; and if so, 
what limitations should be placed on this requirement ? 
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Mr. Perxrns. If I understand, that would be a requirement in the 
bill that an individual’s application must be granted by the carrier, 
you mean? Well, I do not think we should have any provision in 
the bill that would have the tendency of putting the Federal Gov- 
ernment in the position of forcing any health carrier to contract 
against its will, and I am not sure whether that provision might 
not have that tendency. But this program, I think, would encourage 

carriers to make the coverage available to indiv iduals—not in groups. 

In other words, if you tell a carrier in this bill that it has got to 
insure an individual applicant, then I do think we would be putting 
the Federal Government in the position of saying to the carrier, 
“You have got to take this person on,” and I think that that would 
be an undesirable position to get the Federal Government in, but 
we do hope that the carriers, under the stimulation provided by 
this bill, are going to want to take all comers. 

My friend, Mr. Stuart, here, says he has got a man who is 102 on 
his rolls, which we think is encouraging. 

The Crairman. Well, I realize that the questions I have asked do 
require some degree of reflection before you care probably to take a 
definite position, that would be accepted as a fixed viewpoint. 

I am, therefore, going to suggest to you that in these questions 
that I have asked that I can realize how some of them are rather 
difficult and yet important enough not to be answered in too brief 
a manner, and that you shall have the privilege of revising and 
extending your remarks with reference to these questions and answers. 

In other words, so that we will give you an opportunity of giving 
us as full an answer as you feel “would be justified. That ‘would 
include the reasons that justify you in arriving at your conclusions. 

Mr. Perkins. That is very generous, sir. We appreciate that. 

I would like to just reemphasize for the record, since we have spent 
considerable time on standards, that the consultants were unanimous 
in recommending that there be no fixed standards for two reasons: 
(a) Because of the need for flexibility in experimentation, which is 
the essence of the bill and (4) because without an extended period of 
preparation and consultation, they thought nobody would be wise 
enough to determine what the standards really ought to be. 

And I recognize the spirit in which you have asked the questions ; 
that is, not only on the issue of whether or not they should be in the 
bill; but I think it might be well to have that stated for the record at 
this point. 

The CuatrmMan. Very well. 

Well, I have here a statement that has been submitted by Dr. George 
Baehr, president and medical director, Health Insurance Plan of 
Greater New York, in which he supports H. R. 8356. 

He raises some questions as to whether it will be practical in some 
particulars as in others. He seems to think, if I get his reasoning, 
that the proposal will be helpful in creating interest in organizations 
such as the Blue Cross and similar organizations, more so than it would 
in some other types of group insurance, but he also agrees with H. R. 
8356, the present bill, and the advantages gained by the adoption of 
H. R. 7700. 

It is his opinion, using his words: 

It will aid the establishment and growth of the comprehensive service plans 


by guaranteeing mortgage loans from private lending institutions for the acqui- 
sition of needed facilities and equipment. 





HEALTH REINSURANCE LEGISLATION 99 


And it is for that reason that he couples his favorable opinion of 
H. R. 7700 with his favorable opinion of H. R. 8356. iw, i 
His statement will be made a part of the record at this point, in 


full. 
(The statement referred to is as follows :) 


STATEMENT SUBMITTED BY GEORGE BArEHR, M. D., PRESIDENT AND MEDICAL 
Drrecror, HEALTH INSURANCE PLAN OF GREATER NEW YORK 


I wish to be recorded in support of H. R. 8356, because it may aid commercial 
insurance companies and Blue Cross plans to eliminate existing gaps in hospital 
benefit coverage and provide more comprehensive protection against the costs of 
hospitalization. It may aid commercial insurance companies and Blue Shield 
plans to provide somewhat more adequate coverage against more of the costs 
of nonhospital personal health services than they provide at present, but for 
the following reasons it will not enable them to offer anything like complete 
protection against the costs of sickness. 

The commercial insurance companies and the Blue Shield pians indemnify 
the insured for the fees charged by doctors for their services. They therefore 
assume dollar risks. The unpredictable number of services which physicians 
may choose to render when paid on a fee-for-service basis by insurance carriers 
for medical services rendered outside of a hospital, therefore, means unpredicta- 
bility of benefit costs to the carriers. This is the real reason for the wide gaps 
in benefit coverage characteristic of the medical expense indemnity plans of all 
commercial and Blue Shield companies. Even with reinsurance, wide gaps in 
benefit coverage will continue to be characteristic of commercial insurance and 
Blue Shield plans, because unnecessary physicians’ services cannot be controlled 
in a country of this size when physicians are entitled to payment by insurance 
carriers for each service they may choose to render. Although I am optimistic 
about the beneficial effect of reinsurance upon the scope of Blue Cross protec- 
tion against hospital bills, I do not believe that it can achieve that substantial 
measure of comprehensive protection against the costs of medical care outside 
of hospitals which low-income families require. This opinion is supported by the 
unfortunate experiences of the California Physicians plan and the Michigan 
medical plan, both of which were obliged to discontinue comprehensive out-of- 
hospital benefits because of inability to control the mounting number of unneces- 
sary services when physicians are paid a fee for each service by insurance 
carriers. 

In order to control overuse of personal health services, the fee-for-service in- 
demnity plans are also obliged to have deductible provisions, waiting periods, 
coinsurance by the beneficiaries, and other financial deterrents to utilization, 
in addition to gaps in benefit coverage. These features place excessive financial 
burdens upon people of low income at the time of sickness or medical need. Be- 
cause of the deterrent features and benefit limitations, the fee-for-service in- 
demnity plans also do not provide for preventive services or for the numerous 
services by physicians, specialists, diagnostic laboratories, and X-ray facilities 
which today play so important a role in early disease detection and control and 
in the prevention of chronic disabilities. I favor the enactment of H. R. 8356 
primarily, because it will encourage Blue Cross plans to provide more compre- 
hensive protection to people of low income against the costs of needed hospital 
care. 

At the same time, I should like to emphasize that reinsurance will not sig- 
nificantly help group practice medical service plans like HIP which already pro- 
vide comprehensive personal health services to insured persons without any 
essential gaps in benefits. These comprehensive service plans do not use the fee- 
for-service system of payment but remunerate groups of physicians on an an- 
nual per capita basis. For this reason they are not confronted with unpredictable 
or unanticipated benefit costs. Reinsurance will, therefore, have little or no 
influence in encouraging their growth or their extension to areas where they 
do not as yet exist. 

This is apparently recognized in section 305 (b) of H. R. 8356 (p. 20), which 
authorizes the Secretary to prescribe special regulations for service plans like 
health-insurance plan in which personal health services are rendered for the car- 
rier “by a provider of personal health services” (presumably a prepaid group 
practice organization of physicians) “which is an affiliate of the carrier.” The 
language of paragraph (b) of section 305 is vague, perhaps because the appli- 
cability of reinsurance to such plans is doubtful. 
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It is obvious that the group practice prepayment plans like health-insurance 
plan which already provide personal health services of comprehensive scope 
through prepaid inedical groups and which, therefore, have no essential gaps in 
benefit coverage, require totally different legislative treatment for their promo- 
tion. In recognition of this fact, Congressman Wolverton and his committee 
have introduced a bill in the House (H. R. 7700) which in essence is complemen- 
tary to H. R. 8356. It will aid the establishment and growth of the compre- 
hensive service plans by guaranteeing mortgage loans from private lending in- 
stitutions for the acquisition of needed facilities and equipment. 

Together, H. R. 8356 and H. R. 7700 constitute a balanced health program for 
the Nation, a health service “package,” which is not costly and which may be 
exceedingly effective in extending modern medical care under several forms of 
voluntary insurance. The people of this country can then ultimately decide 
in the light of actual experience which method of prepaid medical care they pre- 
fer, medical expense indemnity or group practice medical service plans. If only 
H. R. 8346 is enacted, they will have no choice in most parts of the country. 

The CuatrMan. If there are no other members that have any ques- 
tions to ask we will adjourn until tomorrow morning at 10 o’clock, 
at which time we will expect to have present Mr. McNary, speaking 
on behalf of the American Hospital Association and the Blue Cross 
Commission and also Mr. Faulkner, vice president of the Woodsmen’s 
Insurance Co., an expert and authority on health insurance. 

(Thereupon, at 1:05 p. m., the committee adjourned until 10 a. m., 
the following morning, Friday, March 26, 1954.) 
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FRIDAY, MARCH 26, 1954 


House or REPRESENTATIVES, 
ComMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
Washington, D. 0. 

The committee met at 10 a. m. in the committee room of the House 
Committee on Interstate and Foreign Commerce, the Honorable 
Charles A. Wolverton (chairman) presiding. 

The Cuamman. The committee will come to order. 

I see we are favored in our audience this morning by our colleague, 
Mr. Curtis of Nebraska. We would be glad, Mr. Curtis, to have you 
come sit with us on the rostrum. 

Mr. Curtis. Thank you, Mr. Chairman, I cannot do that. I came 
over just for a moment to see my constituent, Edwin J. Faulkner, who 
will be testifying. 

If I may be permitted to say so, Mr. Faulkner is one of our outstand- 
ing citizens who has a long record in matters of public interest and is 
one of our real public-spirited citizens. I am sure he is interested in 


vn the Congress in doing the best job possible in this area. 


The Cuarrman. We are very glad to have this reference as to the 
personal character of Dr. Faulkner. We have already heard expressed 
a high regard for him. 

The hearing today is a continuation of the hearings we began on 
Wednesday, March 24, in regard to H. R. 8356, a bill to improve the 
public health by encouraging more extensive use of the voluntary 
prepayment method in the provision of personal health services. 

I have brought with me today another batch of letters that have 
been received, through Labor, indicating the interest of these many, 
many, many people on the question that we are considering in these 
hearings. It just seems every day some new group presents letters 
which indicate the interest of their particular members in this legisla- 
tion. This batch came from ee It was published here on 
Independence Avenue. 

During the last 2 days, we heard testimony from Mrs. Oveta Culp 
Hobby, Secretary of the Department of Health, Education, and Wel 
fare, and her staff, who testified and answered many questions on 
this bill. 

Today we have with us two eminent witnesses who have previously 

iven this committee valuable testimony in connection with our general 
health inquiry. They are Dr. Edwin J. Faulkner, president of the 
Woodmen Central Life, Woodmen Accident, and Woodmen Central 
Assurance Co., of Lincoln, Nebr., who is also the author of a book 
entitled “Health Plans,” which is a very worthwhile publication; and 
Mr. William S. MeNary, chairman, council on Government relations, 
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American Hospital Association. They will testify on H. R. 8356, and 
will be available to the committee for consultation later on in con- 
nection with this legislation, if it is desired. 

Mr. Faulkner was born and educated in Lincoln, Nebr. He began 
Wharton School of Finance, University of Pennsylvania, and began 
working with the Woodmen Central Health Co. as claim auditor in 
1931. He became treasurer in 1932, assistant to the president of 
Woodmen Accident Co. in 1934, vice president of the Woodmen Cen- 
tral Life in 1936. He was elected president of the three companies in 
August 1938. He was president of the Health and Accident Under- 
writers Conference in 1950-51. He is a member of the Commission on 
the Financing of Hospital Care. He is the author of the standard 
reference book in this field entitled “Accident and Health Insurance,” 
published by McGraw-Hill Book Co., in 1940. 

Our second witness will be Mr. William S. McNary, chairman, 
Council on Government Relations, American ‘Hospital Association. 

Mr. McNary has had many years of experience in the hospital and 
prepayment field. At one time he was the administrator of the Colo- 
rado General Hospital in Denver. In 1937 and 1938 he helped to 
organize and became the first executive director of the Colorado 
Hospital Service, the Blue Cross plan, serving the State of Colorado. 

In 1946 Mr, McNary left Colorado to become executive head of the 
Michigan Hospital Service, the Blue Cross plan serving Michigan. 

Mr. McNary speaks today for the American Hospital - Association 
which has represented most of the hospitals of this country since 1899, 
and the Blue Cross Commission of the American Hospital Associa- 
tion. The membership of the association includes more than 90 per- 
cent of all the general hospital beds as well as most of the tax- 
supported hospitals, including hospitals operated by cities, counties, 
State and Federal Governments. The association has sponsored many 
study commissions, such as the recent Commission on Financing of 
Hospital Care. 

Mr. MeNary has served as chairman of the Blue Cross Commission, 
the central organization of the Blue Cross plans. He is also the execu- 
tive vice president, Michigan Hospital Service, and the chairman of 
the Council on Government Relations of the American Hospital 
Association. 

The committee, of course, will be glad to hear from both of these 
witnesses. The first witness will be Mr. Faulkner. 


STATEMENT OF EDWIN J. FAULKNER, PRESIDENT, WOODMEN 
CENTRAL LIFE, WOODMEN ACCIDENT, AND WOODMEN CENTRAL 
ASSURANCE CO., LINCOLN, NEBR. 


Mr. Favuixner. Mr. Chairman and gentlemen of the committee, my 
name is Edwin J. Faulkner. As your chairman in his very gracious 
reference indicated, I am president of Woodmen Accident Co. and 
two associated companies located in Lincoln, Nebr. I have served 

president of the Health and Accident Underwriters Conference, a 
tae association of insurers writing health and accident insurance, 
and I am immediate past chairman of the accident and health insur- 
ance committee of the Life Insurance Agency Management. Associa- 
tion. I am a member of the accident and health committee of the 
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American Life Convention and I am a member of the insurance com- 
mittee of the Chamber of Commerce of the United States. 

I appear today to represent and speak for the Chamber of Com- 
merce of the United States, a federation of more than 3.100 business 
organizations with an underlying membership of more than 1,600.000 

The national chamber has ‘long supported activities in the interest 
of the good health of the American people. It is in agreement with 
the principal objective set forth by President Eisenhower in his mes- 
sage to the Congress on January 18, that the means for achieving 
good health should be accessible to all. It is particularly gratifying 
that the President took a str aightforward position against the sociali- 
zation of medicine and in favor of individual participation in volun- 
tary health insurance and prepayment plans as the best way for 
people to provide themselves with resources to obtain good medical 

care, 

The President carefully pointed out in his message that it is not 
necessary for the Government to go into the insurance business to 
furnish protection not ae provided by private organizations. 

To consider H. R. 8356 it is first necessary to examine various 
methods of financing health -eare costs. The problem of financing 
health care is divisible into two m: jor parts. 

First, insurance can provide for the financing of health-care costs 
for the great portion of the American people who are insurable but 
it is fallacious to advocate or even suggest that the insurance approacli 
is adaptable to the needs of all the people. 

The second part of the problem has to do with those people who 
cannot be reached by insurance. 

Most of the American people are insurable and have access to the 
many forms of health insurance now so generally ere d. Most peo- 
ple enjoy such a state of health as to be acceptable for insurance. 
Most of them are financially capable of paying the premium neces- 
sary to secure an adequate measure of protection. Within this group 
there are those who, though they can afford it, have not chosen to 
buy available insurance protection. In this group there are those 
who have consciously elected to carry their own risk, those who have 
preferred to devote their expendable income to the purchase of things 
other than insurance and those who eschew insurance because of re- 
ligious conviction. 

The private insurance industry has made an outstanding record of 
growth and service in the public interest. In 1939, only 6 million 
Americans were insuring themselves against the costs of hospitaliza- 
tion. The total skyrocketed to 92 million people as of the end of 1952, 
some 614 million of which increase was accomplished in the year 
1952 alone. Insurance protection for the costs of surgery covered 
7 million persons in 1941 but 73 million were covered by the close 
of 1952. This was a 12-percent increase over the preceding year. 

Insurance against the costs of medical care, other than surgery, 
had a later origin than hospital and surgical insurance, but by the 
end of 1952 it was protecting 36 million persons. This was an in- 
crease of 8 million, or 29 percent, during the year 1952. In the 
accompanying graph, there has been charted the progress of these 
health-insurance coverages. Certainly, it can be seen that as volun- 
tary insurance continues to grow it will be but a short time until 
substantially all of the population enjoys this protection. 
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(The graph is as follows :) 
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Mr, Favixner. I wish also to mention the newest of the health 
insurance coverages. It is called major medical expense insurance 
and provides protection against very large health care expenses. De- 
pending on the amount the insured w ishes to buy, the major medical 
expense policy will pay benefits up to $5,000, $7,500, or $10,000 for 
any 1 illness or injury. 

It is customary in major medical expense insurance to incorporate 
a deductible feature, the effect of which is to exclude from coverage 
the expense of small losses up to $300 or $500. The deductible pro- 
vision recognizes that many health-care costs are routine, recurrent, 
seemingly inevitable, and better provided for as a part of the family 
budget ‘than through insurance. The inclusion of the deductible clause 
holds down the cost of the insurance, thus bringing it within the 
reach of more people. 

Another feature of major medical expense insurance is that it 
usually requires the policyholder to pay a portion of the loss him- 
self, thus providing a strong incentive against extravagance and 
unnecessary health-care costs, 

This type of insurance coverage was developed some 5 years ago 
and like other coverages, even though still in its developmental stage, 
has been expanding rapidly. Sufficient experience with major medical 
insurance has not "yet accrued, to project this coverage on the graph. 
It is significant, however, that in a very short time major medical 
expense insurance has been extended to more than a million people. 
It is now being offered by at least 25 insurance companies. 

The record shows that private insurance organizations are fulfilling 
their responsibility to make adequate insurance coverage available on 
a sound basis. This record demonstrates the ability and willingness 
of insurers to improve coverage and develop new types of coverage 
in response to new needs. In no small measure the rapid expansion 
of voluntary insurance and its continuing improvement results di- 
rectly from the open, free, and keen competition among 800 insurers 
now active in accident and health insurance, plus the wholesome and 
vigorous competition between private insurance companies and volun- 
tary prepayment plans such as Blue Cross and Blue Shield. 

Now let us consider the second major part of the problem of 
financing health-care costs. We should recognize that there are needs 
for assistance to meet such costs that are beyond the reach of insur- 
ance. Because of impaired health some people are not now insurable. 
There are some who, though satisfactory insurance risks otherwise, 
have not the means to pay the costs of insurance protection. Their 
needs are real and must be met by appropriate methods other than 
insurance, 

The risks of those who suffer from impaired health are not neces- 
sarily beyond the competence of the insurance industry. As a matter 
of fact, many people who suffer from some impairment are today 
insured. They may be insured at a higher-than-standard premium 
or by appropriate adjustment in the insurance policy provisions or, 
I might add, they are automatically covered by grou As the in- 
surance business further develops substandard sabuawiitionr. the 
numbers of impaired risks ineligible for insurance will continue to 
be reduced. 

The problem of the indigent is of a distinctly different kind. The 
indigent do not have the funds with which to purchase insurance. 
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The needs of these people must, of course, be met. Their needs should 
be met in the future, as they have in the past, by voluntary assistance 
and from public funds. Direct assistance is the most economic and 
efficient way to meet the needs of this group. Assistance agencies 
exist for this purpose at every level of Government. To attempt 
to insure the indigent would place a heavier burden on the public, 
and would impair, if not eventually destroy, voluntary insurance. 

Some people who require public assistance at the time of illness 
have failed to appreciate their need for protection. As more and 
more individuals become convinced that protection against health care 
costs is an essential element in their economic security they will 
buy it. 

The Chamber of Commerce of the United States feels it most im- 
portant to present the facts of health insurance and health care costs 
to the American public. To this end; the chamber is publishing a 
book entitled, “A Look at Modern Health Insurance,” which shows 
the developments in all types of insurance coverages now available 
and the various health services now in operation. 

The public has a very important role to play in the financing of 
health-care costs. It is essential that adequate public funds be avail- 
able supplementing voluntary aid to provide assistance for the indi- 
gent. Congress should also supply tax incentives for the purchase of 
voluntary insurance. 

A review of the amazing progress already made in meeting the need 
for financing of health-care costs establishes that the whole problem 
has been greatly narrowed within the past two decades with the 
greatest progress made within the last 5 years. Private insurance 
services now available and still expanding at a rapid rate will provide 
some degree of protection within a short time to nearly the entire 
population. 

As has been stated, more and more impaired risks are being in- 
sured. Even today insurance of the overaged is very largely a ques- 
tion of the willingness or ability of the older person to pay the pre- 
mium for the insurance. 

Government reinsurance of health insurance plans would introduce 
no magic into the field of financing health-care costs. Reinsurance 
san distribute risks among insurers just as insurance distributes them 
among policyholders, but no matter how far this distribution is car- 
ried, it must be sound to succeed. Reinsurance does not increase the 
ability of the insurer to sell protection to the unwilling buyer. Rein- 
surance does not reduce the cost of insurance. Reinsurance does not 
make insurance available to any class of risk or geographic area not 
now within the capabilities of voluntary insurance to reach. 

The national chamber believes that were H. R. 8356 enacted, the 
proponents of this legislation would be disappointed by its failure to 
achieve its expressed purposes. These purposes could only be achieved 
if certain major conditions were abandoned. These are: That the 
reinsurance fund be self-sustaining; that the Government be reim- 
bursed for capital outlay, and that socialization of medicine be avoided. 

H. R. 8356 would be an extremely broad delegation of authority 
to the Secretary of Health, Education, and Welfare. It presents 
several features which must be studied independently of the ques- 
tion of adaptability to the needs. Some of these considerations are: 
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(1) The bill provides only the bare framework of a program, with 
implementation left to the discretion of the Secretary of Health, Edu- 
cation, and Welfare. This would seem to be too broad a delegation of 
7 leginlative function. 

2) H. R. 8356 contemplates entry of the Federal Government into 
a hone area served by private enterprise with the tendency always 
present to weaken the foundations of a free economy. The bill con- 
tains provisions purporting to prevent competition w ith private enter- 
prise but these are inadequate. 

To implement the Federal reinsurance service it is only necessary for 
the Secretary of Health, Education, and Welfare to find that private 
reinsurance facilities are not available on terms and conditions com- 
parable to those to be offered by the Federal service. Such a test is 
inadequate, particularly when the comparison of private facilities with 
the proposed Federal service does not recognize that it would be fed- 
erally capitalized—free of taxation—and federally subsidized, at least 
to the extent of all administrative expenses on what seems to be a very 
liberal basis for at least 5 years. 

(3) It has long been a national policy, and one that has served the 
public well, that regulation of the insurance business shall be vested 
exclusively in State governments. Such a portion of the health insur- 
ance business as may become reinsured under the provisions of H. R. 
8356 will become subject to comprehensive Federal regulation. 

(4) Insurers availing themselves of the facilities proposed by this 
bill would become subject for the first time to governmental regulation 
of premium rates. The public interest is best served by preserving the 
competitive features of the health insurance business which has made 
such great progress in the last 10 years. 

(5) The bill seems designed to promote the extension of prepay- 
alk of health care costs to uninsurable risks. The insurance of such 
risks would inevitably result in excessive losses ultimately requiring 
substantial Federal subsidization of the plan. 

The needs for health insurance are rapidly being met by private in- 
surance. There is no crisis in this field and proposed Government re- 
insurance would add nothing to the present rapidly expanding and 
successful system. There are ‘those who are not insurable due to physi- 

cal infirmities or inability to pay insurance premiums. They present 

a problem entirely apart from insurance. Theirs is a problem requir- 
ing direct assistance. This assistance should be provided by direct 
methods. 

The establishment of a Federal reinsurance service would create in 
the minds of the general public a belief that it offers an adequate solu- 
tion to health problems. This would be a delusion and, therefore, 
wrong. ; 

To the extent that it proves ineffective or disappointing, it would 
generate strong pressures for subsidization. The limits to which 
such subsidization and concomitant Federal control may be carried 
are not foreseeable but the ultimate could well be socialized medicine 
under a compulsory health insurance plan. 

Although in complete accord with the basic purpose of extending 
private health insurance protection to as many pongo as possible, and 
in the broadest form consistent with sound underwriting, the national 
chamber fails to find in this legislation a contribution to this effort. 

In fact, the probable eventual effect of passage of this bill would be 
to defeat the President’s desire to see voluntary insurance expand and 
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to maintain a free medical profession. The national chamber believes 
that it is contrary to the public interest for Government to enter a 
business field which is being served by private enterprise. For all of 
the foregoing reasons, Mr. Chairman and gentlemen, the national 
chamber strongly opposes the passage of this legislation. 

Thank you very much. 

The CHairMan. Any questions, gentlemen ? 

Mr. Dotxtver. Mr. Chairman ! 

The Cuarrman. Mr. Dolliver. 

Mr. Dortiver. I am particularly interested, Mr. Faulkner, in that 
portion of your statement which refers to major medical expense 
Insurance. 

Mr. FautKner. Yes, sir. 

Mr. Dotutver. I think that is sometimes referred to as insurance for 
catastrophic illness in the family. 

Mr. Fauvxkner. That is right, sir. 

Mr. Dottiver. I think your statement reveals that there has been 
considerable activity in this field during the past 5 years. 

Mr, FauLxner. Yes, sir. 

Mr. Dotitver. About how many are insured under that major 
medical expense insurance ? 

Mr. Fautxner. At the end of last year the best estimates were that 
over 1 million people were insured under major medical expense 
coverage. It is thought now that the number may be as high as 114 
million or more. The coverage is growing. 

Mr. Dotuiver. Approximately how many insurance companies are 
writing this type of insurance? 

Mr. Fau_kner. At the present time, sir, at least 25 companies. 

Mr. Dotiiver. Could any of them be characterized as major com- 
panies ¢ 

Mr. Fauixner. Yes, sir. Some of the largest companies in the 
country are writing major medical insurance coverage. 

Mr. Dotitver. What can you say as to the premium expense for that 
type of insurance as compared with the limited or usual type of medical 
insurance ? 

Mr. Faurkner. By reason of the incorporation of the deductible 
feature, sir, to which I adverted in my prepared statement, plus coin- 
surance, the cost of major medical coverage is not substantially in 
excess of that type of coverage which you have characterized as 
“usual.” 

Mr. Dotutver. You say there is not only a deductible provision but 
also a provision that the policyholder carries part of this major medical 
expense himself. What proportion is carried by the policyholder ? 

Mr. Fauixner. It will vary according to the contract, sir. A usual 
provision is that after the deductible, three-fourths of the loss up to the 
limit of the policy will be carried by the insurer, with one-fourth by the 
insured. In some instances the ratio is 80 percent and 20 percent. 

Mr. Douutver. Does that type of policy include not only hospital 
and surgical but also medical expense ? 

Mr. Fautxner. Yes, it does. 

Mr. Dottver. Do you anticipate that there will be an increase in this 
type of coverage, or is that expanding rapidly at the present time? 

Mr. Fauixner. It is expanding at the present time, sir, and I 
anticipate that it will continue to grow not only in volume under- 
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written by the companies already offering this coverage, but through 
the press of competition and through a desire of the insurers generally 
to do a good job companies not now providing this coverage will soon 
be offering it. 

Mr. Dotiver. Is there a similar type of coverage offered by the 
Blue Cross and Blue Shield plans ¢ 

Mr. Fauuxner. I am sorry, sir; I am not familiar with their cover- 
age or any developments th: at may be occurring in that particular area. 
Mr. McNary, who will testify later, is undoubtedly well advised on that 
and might answer your question. 

Mr. Doxutver. In other words, you are speaking here for the con- 
cerns who are in this business not as & MONE VME king propos) ition ¢ 

Mr. Favixner. I am speaking, sir, for the private insurers. The 
private insurers, of course, are “ns stock and mutual in character. 
Very many of the private insurers are of a mutual character. 

My own principal company, Woodmen Accident, is a mutual com 
pany. Of course, in a mutual company you are working for the policy 
holders, It is a participating or mutu: al proposition. 

I am speaking in behalf of the chamber of commerce and from the 
point of view of the private insurance companies primarily. 

Mr. Dotiiver. Now, I wish to direct your attention to another fea- 
ture of your statement. This bill whic h is before us is in essence a 
reinsurance bill. Of course, the principle of reinsurance is very 
familiar in other insurance fields, is it not ¢ 

Mr. Fau.tKner. Yes, sir. 

Mr. Dotiiver. It is used in the life-insurance field, the fire-insurancs 
field, the casualty-insurance field, and all down the line. Reinsurance 
is a very familiar form and type of policy that is written. 

In this health-insurance field is there any private company engaged 
in the business of reinsuring these risks ? 

Mr. Fauikner. Yes, sir; there are a number of carriers that offer 
reinsurance facilities in the private industry. Reinsurance in accident 
and health insurance is not as significant as it is in some other fields. 

Mr. Douuiver. What is the background for that statement ? 

Mr. Fautxner. The reason for that, sir, is clear. First, take the 
life insurance. Since the purpose of reinsurance is to distribute risk so 
that the direct-writing company will be able to get an average and Will 
not have too much exposed on one life, over and above its average, 
part of the insurance that may be written on the one life is reinsured, 
and that large, single concentration of risk is spread over more than 
one carrier. 

In the property-insurance field large concentrations of risk—the 
eccumulation, we will say, of a vast amount of property in one place 
under conditions of hazard, or the possibility of large potential liabili- 
ties in one situation—is a risk which is distributed through reinsur- 
ance. 

But in the health-care services the possibility of a very large con- 
centration of risk, you might say, on one life is rather small, because 
even with the largest coverage that is written, the largest coverage 
that might be called for, it is not a concentration. Take, for instance, 
the major medical expense insurance providing up to $10,000 for any 
one illness. That does not constitute such a huge concentration of 
risk. It is not so much above the average but that the direct writing 
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company prefers to retain the whole coverage of the risk. So it is 
true in accident and health insurance, even though adequate and 
rather extensive facilities for reinsurance are available, they are not 
greatly used. 

Mr. Doutuiver. May I turn your attention to one other matter? 
Phere has been, as was indicated by this chart, a vast increase in medi- 
eal, surgical, and hospital insurance over the past period of 10 years 
[ think your graph starts in 1940, so it has covered 13 years, let us say. 

Mr. FaciKner. Yes, sir. 

Mr. Douutver. What has been the trend with respect to the premium 
cost to the individual policyholder during that period ¢ 

Mr. FauuKner. In hospital insurance we must recognize that the 
industry is up against an increasingly expensive hazard. I would 
say that there has been some upward trend due in part to increasing 
costs of health care and perhaps quite as much to a broadening and 

«expansion of coverage, liberalization of the type of insurance provided. 

Mr. Dottiiver. So there has not been any noticeable decrease, but, 
rather an increase in the cost to the individual policyholders, gener- 
ally speaking. 

Mr. Favuixner. I could not characterize it as a major trend, but 
there has been, I believe, a gradual upward adjustment necessitated 
by the increasing cost of health-care services. 

Mr. Douraver. Of course, most of your policies are written on the 
basis of indemnity in money rather than the hospital care; are they 
not ¢ 

Mr. Fauixner. That is true, sir. But when you anticipate in the 
construction of a premium rate that not every case will represent a 
pay-out of the entire mise a benefit or unallocated expense 
benefit, and in nearly every case your claim does absorb that entire 
limit—not the number of inal of hospitalization, but the benefit pro- 
vided for miscellaneous expenses—then you are faced with the propo- 
sition necessarily of a gradual upward adjustment of premium as 
health-care costs continue to rise. 

Mr. Dorrtver. In the life-insurance field each individual company 
has to be licensed to do business in the various States and has to com- 
ply with the laws of those States. Generally speaking, if they comply 
witfi the New York life-insurance law they are admissible in nearly 
every State. Is there any comparable standard in the health-insur- 
ance field? 

Mr. Fautxner. I believe there is a great similarity to that situation, 
sir. A company is required to be licensed in each State in which it 
maintains an agency organization, which is a situation comparable 

to the life-insurance situation. 

Mr. Dotiiver. Is there any standard law which is recognized uni- 
versally as being acceptable in a majority of the 48 States? 

Mr. Favixner. The licensing laws will vary slightly. They will 
vary ; I should not say “slightly.” They will vary from State to State, 
just as do the requirements for incorporation or admission of life- 
Insurance companies. 

Mr, Doturver. Are there any companies in this field who are licensed 
in all the States? 

Mr. Fauixner. Yes, sir. Many. 

Mr. Dottiver. Do they write a uniform policy, then, in all the 
States ? 
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Mr. Fautkner. It is customary for nearly all companies to offer the 
same policy forms in every State in which they operate. There are 
minor exceptions, but the practice of the industry is to offer the same 
coverage everywhere the company operates. 

Mr. Dorrtver. I take it from the latter part of your statement and 
from what you have said as to the present availability of reinsurance 
that even if this bill were passed and became a law there would be 
little demand for the utilization of the service ? 

Mr. Favixner. That is my judgment, sir. It is based solely, of 
course, on the reading of the bill and a study of the situation, and 
conversations with insurers. 

Mr. Dottiver. Thank you, Mr. Chairman; that is all. 

Mr. THornperry. Mr. Chairman? 

The Cuarrman. Mr. Thornberry. 

Mr. Trornperry. Mr. Faulkner, I want to be sure I understand 
now. In your introductory statement you stated the office you hold 
with the Woodmen Accident Co. Are you here for this company 
or are you here for the United States C hamber of Commerce ? 

Mr. Fautxner. I am here, sir, representing the United States 
Chamber of Commerce, a member of whose insurance committee L 
happen to be. 

Mr. THornrerry. What I want to make clear is that you are not 
here representing a committee of the chamber of commerce, but you 
are here representing the United States Chamber of Commerce? 

Mr. FautKner. Yes, sir. 

Mr. THornperry. I was interested in the summary of the reasons 


why the chamber of commerce is opposed to this bill, and I direct your 
attention to (5). 


The bill seems designed to promote the extension of prepayment of health-care 
costs to uninsurable risks. 

Why do you make that statement ? 

Mr. Fautxner. That statement, sir, reflects the fact that insurable 
risks have today available the benefits of insurance. The insurance 
industry is exceedingly anxious to write every possible insurable risk. 
They have the facilities for doing so. If the expansion of health in- 
surance is to be promoted into any area which is not now available 
to the insurers it could only be the area of the uninsurable risk. 

Mr. Tuornperry. In that connection let me ask you this: Is it fair 
to say that the position which you take, and the chamber of com- 
merce takes, is that if this bill does not provide an opportunity to 
extend prepayment of health care cost to uninsurable risks then there 
is no reason for the bill. 

Mr. Fautxner. Yes, sir. We take the position, Congressman, that 
this bill will be disappointing in the results that it will accomplish 
and that unless some of the principles or major conditions on which 
the bill is based—conditions that we certainly endorse—are aban- 
doned, that it will contribute nothing to the expansion of voluntary 
health insurance. 

Mr. THorneerry. Let me ask you a question in connection with what 
Mr. Dolliver asked you. You said that there was in the field of health 
insurance certain private reinsurance available. To me that is rather 
surprising because I was under the impression, from the prior testi- 
mony we had here, that at one time Lloyds of London provided rein- 
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surance, but that was no longer available. Do I understand from you 
that there are other private companies which make available reinsur- 
ance to private health insurance companies ¢ 

Mr. Fautxner. Yes, sir. There are a number of fine, strong com- 
panies—A merican companies—that not only make that coverage avail- 
able but whose salesmen are constantly in the offices of the direct- 
writing companies trying to get them to buy it. 

Mr. THornperry. Do I take it from what you say that there has 
not been a tendency on the part of the direct-writing companies to take 
advantage of the opportunities for reinsurance? 

Mr. Fautxner. The volume of accident and health reinsurance done 
is relatively small in comparison to the total premium volume of the 
industry because the essential need for reinsurance does not exist in 
this business the way that it does in life insurance or in property insur- 
ance. Direct-writing companies obviously are not going to buy rein- 
surance when they do not need it, in their judgment. 

Mr. Tuorneerry. You make another statement here, and I do not 
know whether it is 1 of the 5 points—— 

Mr. Bennerr. Would you yield, Mr. Thornberry, before you leave 
that point? 

Mr. TuHornperry. Yes. 

Mr. Bennerr. What is your reason for the statement that the health 
insurance and types of insurance we are talking about do not need 
reinsurance or that it is not desired? You said in response to Mr. 
Thornberry’s question that it was a different thing. 

Mr. Fautxkner. That is right, sir. Reinsurance is useful in the 


distribution of risk. If a direct-writing company has no unusual 
concentration of risk, such that the occurrence of a loss to the person 
who is insured for an excessive amount is involved, unless there is 
2 situation of that kind you have a broad spread of average risks and 
you will get an average underwriting result. We do not have in 
accident and health insurance this unusual concentration of risk in 
a a person, which is found in life insurance, and which makes 


life reinsurance desirable and necessary in some instances. There is 
not the concentration of risk in accident and health insurance that 
you find in property insurance. So, since insurance is basically a 
business of averages, when you do not have unusual concentrations of 
risk, there is no need—no underwriting need—for reinsurance. 

Mr. Bennett. You say the program we are devoting ourselves to 
is wholly unnecessary because there is no need for reinsurance in the 
health insurance field ? 

Mr. Fautxner. It is my judgment, sir, that there is no need for 
reinsurance facilities that 1s not now already available in the private 
market. 

Mr. Busu. Will the gentleman yield there for just one question? 

Mr. THornserry. I do not want to get in trouble with the chairman. 

have the time. Is it all right with the chairman if I yield? 

Mr. Busu. Then you proceed. 

Mr. TuHornserry. I yield to Mr. Bush. Go ahead. 

Mr. Busu. If there is not a need for this reinsurance, then your 
position is that there are companies that are available and looking for 
that kind of business now; is that right ? 

Mr. Fauixner. There are companies that offer reinsurance now 
and are very anxious to provide it. 
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Mr. Harrts. Are what? 

Mr. Fautxner. Are anxious to provide reinsurance, sir. They offer 
it. It is onthe market. An insurer can go to one of them and buy it. 

Mr. Busn. Thank you. 

Mr. THornperry. Mr. Faulkner, would you furnish the committee 
with the names of those companies who are offering that type of rein- 
surance and are anxious to sell! it? 

Mr. Fautxner. I can think of two, and there are undoubtedly more. 

A leading reinsurer in this field is the Employers Reinsurance Corp. 
of Kansas City; the Lincoln National Life Insurance Co. of Fort 
Wayne, Ind., which also operates in this field; probably the Connecti- 
cut General; and a number of others. A complete list, sir, can be 
prepared and will be supplied very gladly for inclusion in the record. 

Mr. Trornserry. Would you do that, ‘please ? 

Mr. Fauixner. Yes, indeed. 

(The information is as follows :) 


Companies writing reinsurance exclusively, including health and accident 
reinsurance 

Assets 

in excess of 


Employers Reinsurance Corp., Kansas City, Mo $52, 000, 000 
General Reinsurance Corp., New York 72, 000, 000 
North American Casualty & Surety Reinsurance C orp., New York... { 7, 000, 000 
North American Reassurance Co., New York_- copagmn ps 40, 000, 000 


Direct writing companies which also write health and accident reinsurance 


American Casualty Co., Reading, Pa pack abi ; ._ $36, 000, 000 
Business Men’s Assurance Co., Kansas City, Mo____- __... 110, 000, 000 
Continental Casualty Co., ¢ ‘hie ago_ si . 172, 000, 000 
Great-West Life Assurance Co., Winnipeg _. 446, 000, 000 
Imperial Life Assurance Co, of Canada, Toronto sa als . 187, 000, 000 
Indemnity Insurance Co. of North America, P hiladelphia, ‘ . 155, 000, 000 
Lincoln National Life Insurance Co., Fort Wayne, Ind__- 562, 000, 000 
National Casualty Co., Detroit, Mich...--..._.._---_- 17, 000, 000 
Republic National Life Insurance Co., Dallas, Tex- =o ; 60, 000, 000 
Secured Casualty Insurance Co., Indianapolis, Ind 2, 000, 000 
Sterling Insurance Co., Chicago................-..-- 8, 000, 000 
Woodmen Accident Co., Lincoln, Nebr______- 5, 000, 000 
Woodmen Central Life Insurance Co.; Lincoln, Nebr 6, 000, 000 
World Insurance Co., Omaha, Nebr 13, 000, 000 


Mr. THornpeERRY. Let me oak you this, on the question of reinsur- 
ance being available: Would it be possible to say or fair to say that 
the base of this available reinsurance is so confined or restricted or 
an that it would not be of any service to those companies who 

‘are to write health insurance ? 

Mr. Fautxner. No, sir. If a risk is insurable it is reinsurable. 
If it is uninsurable in the first place, of course, it is not reinsurable. 

Mr. Trorneerry. I believe that what we are talking about here 
involves fundamentals. It has been my feeling and my hope that this 
proposal would enable the extension of health care and other features 
of coverage we are talking about here, not only in a more compre- 
hensive way to those who are taking advantage of the opportunity to 
be covered under the program, but also as an extension to a great 
group of people who are not now covered. 

Now, is it fair to say from what you have testified here that it is 
your feeling that the reason that a great number of these people—I 
believe it was testified 63 million : s—are not now covered 
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and would not be covered under a sound system of reinsurance is 
because they are uninsurable risks? 

Mr. Fautxner. No, sir; by no means. A very vast segment of the 
American people has not yet seen fit to buy. The two-hundred-thou- 

sand-odd salesmen of the insurance companies and the representatives 
of the prepayment plans, like Blue Cross, are constantly at work 
endeavoring to convince them that they should buy, More and more 
of them are . buy: ing every year. 

The job we feel will eventu: ally be done to the point that substan- 
tially the entire insurable population has a measure of protection 
against health care costs through voluntary insurance. 

There is, of course, as I attempted to bring out in my testimony, sir, 
an element in the population. Happily, it seems to be an element that 
is growing smaller each year. That element is the indigent, the 
person who does not have the money to pay for insurance. It is our 
contention that his need, which must be met, is best met by direct 
assistance. 

Mr. Tuornperry. I guess I had better not get into that field. I was 
about to ask you how we were going to do that. 

I believe it is a fair question to say it is not contemplated by any- 
body—by those responsible for this bill or anyone here—that this bill 
will provide the health care coverage to the indigent ¢ 

Mr, Fauixner. That is my impression. 

Mr. THornperry. I believe that is all, Mr. Chairman. 

Mr. Hesevron. Mr. Chairman? 

The Cuarrman. Mr. Heselton. 

Before you proceed, I think it is the usual custom, at least in the 
trial of cases, that when an individual presents himself we will say 
as an expert, he lays the ground work on which a judgment can be 
made as to whether he can be accepted on that basis as a witness. I 
am not going into that question with you, because you have already 
made a very great study which would establish you, in my opinion, 
as a person qualified to speak on the subject. 

What I am interested in—and I am always interested in it—is the 
situation where I hear individuals come before this committee and 
say, as you have said today, “I appear today to represent and speak 
for the Chamber of Commerce of the United States, a federation of 
more than 3,100 business organizations, with an underlying member- 
ship of more than 1.6 million.” I am interested to know to what ex- 
tent and how you get authorized to speak for the 3,100 business organ- 
izations and i.6 million membership. I think that is in the minds of 
some members of this committee. 

Did you have such a thought in your mind, Mr. Heselton ? 

Mr. Hesexron. I certainly do. 

The CuarrMan. I will leave it to Mr. Heselton to inquire into that. 

Mr. Fautxner. Very well, sir. 

Mr. Hesevron. This bill was introduced here in the House on March 
11. When did you first see it? 

Mr. Fautxner. | saw a copy of the bill, sir, about 2 days after it 
was introduced—2 or 3 days. 

Mr. Heseiron. How large is the committee with which you work? 

Mr. Favixner. The committee on which I work consists of 8 or 9 
men. 
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Mr. Hesevron. When did they have a meeting in connection with an 
analysis of the bill? 

Mr. Fautkner. The committee first met yesterday after having had 
an opportunity to study the bill which had been sent out, and the 
various news releases and material available concerning it. 

Mr. Hesruron. I assume, under the procedural arrangement, the 
committee is authorized to speak for the chamber. 

Mr. Fauixner. Yes. 

Mr. Hesevron. I do not assume that you, by making the statement 
that the chairman called attention to, are indicating to the committee 
that you speak for 3,100 business organizations, or 1,600,000 in- 
dividuals? 

Mr. FautKkner. Perhaps it would be helpful, rather than dis- 
cussing my authority to speak, that I defer, with the chairman’s 
permission, to Mr. Kirkpatrick, who is the manager of the insurance 
department of the United States chamber, and who is completely 
familiar with the processes of authorization at the chamber. 

Would that be acceptable, sir? 

Mr. Hesevron. I am interested to know whether by making that 
statement to us, you want us to understand that these 3,100 business 
organizations and these 1,600,000 individuals who are members of the 
chamber, know about this bill; understand its provisions, and de- 
liberately come before this committee and say they are strongly 
opposed to the passage of this legislation. 

Mr. Fautxner. I believe the answer to that, sir, is this: The ref- 
erence to the number of organizations and the number of individuals 
is to explain to the committee the extent of the National Chamber 
of Commerce. 

The board of the chamber considered the general statement of the 
purposes of the bill at a time prior to its actual introduction. A state- 
ment apparently was developed from the President’s health message. 

The chamber has statements of position and policy on many things. 
Those statements of position and policy are very carefully developed 
by a process of referendums among the individual organizations that 
constitute the chamber membership over the Nation as a whole. 

Mr. Heserron. There has been no referendum on this bill ? 

Mr. Fautner. Not on this specific bill. The policies of the cham- 
ber obviously have to be broad ; they cannot be specific. 

The Cuarrman. What was that? I did not understand. 

Mr. Favixner. The national chamber’s various policies have to be 
broad. They are broad statements. They cannot be specific as to a 
particular bill. 

The Cuarrman. I thought your statement to us this morning was 
rather specific in character. 

Mr. Fautner. It was specific or intended to be specific in character 
as describing the National Chamber of Commerce as an organiza- 
tion representing 3,100 individual chambers with a membership of 
1,600,000 people. 

The Cuarrman. Can you point to any pronouncement by the cham- 
ber of commerce that would justify the statement that you have made 
here this morning ? 

Mr. Fautxner. Yes. At a meeting of the board of directors of 
the chamber in January, shortly after President Eisenhower’s mes- 
sage on the state of the Union, the board of directors considered the 
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broad statement in the President’s health message and indicated that 
chamber policy opposed this kind of legislation. 

The Cuarrman. Do you have a copy of that? 

Mr. Favuxner. That can be supplied for the record, sir. I do 
not happen to have a copy of it with me. 

The Cuammnan. If you will supply it, we will certainly appre- 
ciate it. 

Mr. Fautxner. Very gladly. 

(The information requested is as follows :) 


REPORT OF THE CHAIRMAN OF THE INSURANCE DEPARTMENT COMMITTEE, 277TH 
Boarp MEETING, JANUARw 21-22, 1954 
RECOMMENDATIONS ON PROPOSALS FOR FEDERAL HEALTH REINSURANCE IN THE PRESI- 
DENT’S MESSAGE TO CONGRESS 


In a special message to the Congress, on January 18, President Eisenhower 
proposed a “limited Federal reinsurance service to encourage private and non- 
profit health insurance organizations to offer broader health protection to more 
families.” 


Administration proposals 


In his message on health, the President recommended further action on prob- 
lems relating to the distribution of medical facilities and the costs of medical 
eare, and in discussing the subject he said “Freedom, consent, and individual 
responsibility are fundamental to our system. In the field of medical care, this 
means that the traditional relationship of the physician and his patient, and 
the right of the individual to elect freely the manner of his care in illness, must 
be preserved. t 

“In adhering to this principle, and rejecting the socialization of medicine, we 
can still confidently commit ourselves to certain national health goals.” 

The President recommended “the establishment of a limited Federal reinsur- 
ance service to encourage private and nonprofit health insurance organizations 
to offer broader health protection to more families. This service would reinsure 
the special additional risks involved in such broader protection.” The recom- 
mendation suggested a capital fund of $25 million, provided by Government, to 
launch the reinsurance service and that this capital be retired from reinsurance 
fees. 


Chamber policy 

The form which the proposed Federal reinsurance plan will take is not known. 
Therefore, comments in this report must be based upon the general principles 
of the plan and features of legislative proposals which have previously appeared, 
though not necessarily to implement the present recommendation. This report 
deals with the broad description contained in the recommendation and effects of 
the plan as it, seemingly, must operate. 

The national chamber has a firm policy position against compulsory health 
insurance (socialized medicine), but the situation presented by the proposal to 
establish a Federal health reinsurance service has not been specifically covered 
by any of the policy declarations heretofore adopted. Though not addressed to 
this situation, the principles of existing policy declarations are believed to be 
applicable. Presented below are excerpts from the Presidential message relating 
to health insurance and adjacent to each excerpt is the policy declaration deemed 
pertinent. 


MESSAGE ON THE HEALTH PROBLEM 
The health problem 


We must, therefore, take further action on the problems of distribution of medi- 
cal facilities and the costs of medical care, but we must be careful and farsighted 
in the action that we take. Freedom, consent, and individual responsibility are 
fundamental to our system. In the field of medical care, this means that the 
traditional relationship of the physician and his patient, and the right of the 
individual to elect freely the manner of his care in illness, must be preserved. 

In adhering to this principle, and rejecting the socialization of medicine, we 
can still confidently commit ourselves to certain national health goals. 
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¢ 

Better health insurance protection for more people can be provided. 

The Government need not and should not go into the insurance business to 
furnish the protection which private and nonprofit organizations do not now 
provide. But the Government can and should work with them to study and 
devise better insurance protection to meet the public need. 

I recommend the establishment of a limited Federal reinsurance service to 
encourage private and nonprofit health insurance organizations to offer broader 
health protection to more families. This service would reinsure the special ad- 
ditional risks involved in such broader protection. It can be launched with a 
~apital fund of $25 million provided by the Government, to be retired from re- 
insurance fees. 


CHAMBER POLICY—POLICY BOOK, PAGES 6, 101, 102, 159, 160 


Government competition 

Basic principles —Any invasion by Government into the area of private en- 
terprise weakens the foundation and threatens the existence of a free economy. 
Such invasion constitutes unfair competition with the citizens of the United 
States: represents the commitment of and continuing demand for billions of 
dollars of tax moneys; increase the costs and decreases the efliciency of Govern 
ment; creates a heavy burden on taxpayers, and constitutes an inflationary 
threat. 

Government competition—The entrance of Government into any phase of 
the insurance business which is now, or can be, successfully conducted by 
privately operated insurance companies, is strongly opposed. Government in- 
surance monopolies are coutrary to the interests and principles of a free society 
and should be abolished where they now exist and hereafter forbidden in all 
jurisdictions. 

Government supervision.—Insurance has been effectively regulated by the 
States for many years. Under this principle of governmental supervison, the 
companies have remained financially sound and have met their obligations 
through periods of war, depression and inflation, as well as in normal times. 

Regulation of insurance should continue to be the function of the several 
States under which management has been able to operate efficiently. 

Medical care for the indigent.—-The provision of medical care for the indigent 
is basically a responsibility of the local community. Local and State legislation, 
designed to make adequate medical care available to the indigent, should be 
enacted where needed by local communities to supplement voluntary charities. 

Avoidance of compulsory insurance.—Proposals for compulsory medical care 
insurance (socialized medicine) are opposed because the adoption of any such 
proposal would operate to reduce the present high standards of medical care in 
the United States to a uniform level of mediocrity. Such action would largely 
destroy the complex, cooperative interrelationships among the many existing 
voluntary and governmental bodies now active in the health field. 

The declarations of policy, which have been cited as applicable to the recom- 
mendation for a Federal health reinsurance service, are believed to embody 
principles sufficient to warrant opposition to legislation designed to implement 
such a plan. The declarations are not addressed specifically to the situation 
arising from the President’s message and it is, therefore, necessary to define the 
principles involved and the manner in which existing policies are applied to 
them, 

The policy declarations of the national chamber firmly oppose compulsory 
health insurance (socialized medicine). The proposal to create a Federal health 
reinsurance service is seen as a step toward a national health insurance system. 

A firm rejection of the socialization of medicine is announced in the message 
to the Congress, but this is followed by a recommendation that action be taken 
to create a Federal reinsurance service to operate in a field already served by 
private insurance business, in rapidly growing volume and steadily improving 
effectiveness. The proposal warrants opposition because it tends toward 
nationalization of health insurance and medicine, and because it is the entrance 
of Government into a phase of the insurance business now being successfully con- 
ducted by privately operated insurance companies with unprecedented progress. 

It is proposed that a Federal service be established to “reinsure the special 
additional risks involved in such broader protection.” This can be construed 
as an entry by the Federal Government into the health insurance business which 
is already being served by many forms of private insurance protection now 
available. The implications are that the reinsurance service would be employed 
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for the purpose of prescribing forms of coverage to be offered by reinsured.com- 
panies. The national chamber has long favored regulation of the insurance busi- 
ness by the several States and it is, therefore, opposed to the far-reaching 
Federal control implicit in a Federal reinsurance service which would assume to 
prescribe forms of coverage. 

Inevitably, the proposed Federal reinsurance service would subsidize health 
insurance facilities in order to induce coverage of “the special additional risks 
involved” in the broader coverage suggested. This simply means that Federal 
financing must be used to encourage the offering of health insurance on a basis 
not warranted by sound underwriting principles, with the Government assuming 
the losses thus incurred. 

The foregoing paragraphs state some of the fundamental principles anticipated 
in a Federal health reinsurance system of the nature, and designed to accom- 
plish the purposes, expressed in the Presidential recommendation. In essence, 
a subsidy is indicated, to be administered through a newly created Federal in- 
strumentality, and accompanied by substantial Federal control. Government 
aided and controlled competition would confront any endeavor, by private in- 
surance or medicine, to function independently of the proposed plan. 

For some months hearings have been in progress in the House Committee 
on Interstate and Foreign Commerce and these are expected to continue into 
early February. Legislation to implement the recommendations for a Federal 
health reinsurance plan will undoubtedly receive early attention by this com- 
mittee. 

Under the circumstances, it is urgent that the policy position of the national 
chamber be clarified, by interpretation of existing policy declarations, to guide 
the action which the national chamber may take. 


RECOMMENDATIONS 


The board is requested to: 

1, Interpret present chamber policy declarations as an adequate basis for 
opposition to legislative proposals of Federal health reinsurance service. 

2. Authorize the insurance department committee to proceed with studies of 
the proposals, preparation and presentation of testimony and the employment of 
all available facilities in supporting chamber policy on this issue. 

In presenting testimony the national chamber will take a positive approach to 
the hea'th problem by supporting: 

1. Advancement in health insurance and medical care through voluntary pri- 
vate enterprise by extending health insurance protection to the largest number 
of the population possible and by continuing progress in the broadening of 
coverages. 

2. Preservation of the freedom of operation essential to the maintenance 
of present high standards of service in health and medical care. 

3. Protection for voluntary health insurance and medical care against the en- 
croachments and competition which must arise from the establishment of a 
Federal insurance service. 

4. Regulation of health insurance by the several States. 

5. Promotion of understanding and effective medical care of the indigent by 
assuming these responsibilities through voluntary effort, supplemented by local 
and State services as necessary. 

6. Opposition to compulsory health insurance or socialized medicine, or any 
steps in this direction. 

CLINTON L. ALLEN, 
Chairman, Insurance Department Committee. 

A. L. KIRKPATRICK, 
Secretary, Insurance Department Committee. 


Mr. Heseiron. You recognize, I am sure, Mr. Faulkner, that there 
is a difference of opinion, or that certain people associated with the 
insurance business do not share your point of view. 

Mr. Fauckner. I am sure there must be some individuals who do 
not share my point of view. 

Mr. Heservron. Do members of local chambers of commerce auto- 
matically become members of the United States Chamber of Com- 
merce ? 

Mr, Fau.xner. No. 
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Mr. Hesevron. You say that you met yesterday on the bill? 

Mr. Fautkner. Yes. 

Mr. Hesevron. Was this statement prepared before the commit- 
tee met ? 

Mr. FauLtKNeER. No, sir. 

Mr. Hesevton. It was prepared after the committee met ? 

Mr. Fautxner. After a very careful consideration of the bill. 

Mr. Hesevron. On page 8 of your statement you say, referring 
to the bill: 

These purposes could only be achieved if certain major conditions were 
abandoned. These are: That the reinsurance fund be self-sustaining; that the 
Government be reimbursed for capital outlay; and that socialization of medi- 
eine be avoided. 

Now, taking them up one by one, what do you mean by the abandon- 
ment of the reinsurance fund being self-sustaining ¢ 

Mr. FautKner. We mean that if the Federal reinsurance instru- 
mentality proposed by this bill is to have any appreciable effect on the 
expansion of voluntary health insurance, it can only do so through 
subsidization. In other words, by saying to insurers, “Go out and 
write risks you will not now write and we will subsidize the difference 
in what you can collect from them and what they cost you.” 

Mr. Hesevron. Have you read the statement of the Secretary on 
that point ? 

Mr. Fauuxner. Yes. I had available for very quick reading the 
Secretary’s statement. 

Mr. Hesetron. You recall very definitely that she stated no element 
of subsidization was involved in this and that it was based upon ac- 
tuarial studies which resulted in the conclusion that a premium rate 
could be set that would make the fund self-sustaining. 

Mr. Fautxner. Yes, a premium rate undoubtedly c ould be set at that 
level, but were it so set, the individual insurer, the insurance com- 
pany, would have no incentive to patronize the fund. 

Mr. Hesevron. What do you mean by the second statement, that 
the Government would be reimbursed for capital outlays? 

Mr. Fautxner. It is my understanding of the intention of the bill, 
sir, that eventually the $25 million, which was proposed be appropri- 
ated would be returned to the Treasury through the earnings of the 
fund. 

Mr. Heserton. What is the matter with that? 

Mr. Fauctxner. I would be heartily in favor of it, sir, but I do not 
believe that the fund could have earnings that would return the capi- 
tal outlay. 

Mr. Hesrevron. What do you mean by the last statement that you 
made, that the socialization of medicine should be avoided ? 

Mr. Fauxner. I believe, sir, if this Federal reinsurance proposal 
were to be enacted, and were to have any appreciable influence on the 
expansion of voluntary insurance, that it would have to result in a 
subsidization of the insurance, and where subsidization occurs, it is 
almost inevitable that Federal control must follow, not only as to the 
policy form, as to the premium rate, but as to the benefits provided in 
the policy form, which will directly lead to the setting of medical 
fees and the determination, in my judgment, of the level of benefits 
that can be paid out to hospitals and other purveyors of health care 
services. 
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r. Hesevron. Why do you not get socialization of medicine under 
ea Steen payment plans in existence ? 

Mr. Fautxner. Under the present payment plans in existence / 

Mr. Hesevton. Yes. 

Mr. Fauuixner. Because, sir, there is no Federal Government con- 
trol of the present payment plan. Each stands on its own feet in a 
freely competing socjety. 

Mr. Hesevron. Your real objection to this whole matter is the Fed- 
eral Government being in it ¢ 

Mr. Fautxner. In part that is certainly our position, sir. We feel 
that this would contribute nothing to the expansion of voluntary in- 
surance, and that it would represent an entry of the Federal Govern- 
ment that would result ijn controls and regulations that would inhibit 
the keen competition that now exists; a competition which has inspired 
experimentation and development; a competition which has resulted in 
the liberalization of policy form and benefit in the public interest. 

Mr. Hesevron. That is all that I have. 

Mr. Rocers. Mr. Faulkner, I want to get your observation as to 
whether or not in your opinion, if the Government gets into health 
insurance, should they not also get into life insurance? 

Mr. Favixner. Were the Government to enter this reinsurance, it 
might very well be argued that it ought to get into these other fields. 

Mr. Rocers. It would be just as logical for them to get into the 
other fields as into health, according to your idea ¢ 

Mr. Fauixner. I believe that, sir. 

Mr. Rocers. It was discussed here yesterday that the purpose was 
to reinsure only abnormal losses. What is your observation on that? 

Mr. FautKner. As I understand the reinsurance coverage con- 
templated, it would be on an aggregate basis for a certain category 
of business, a certain classification of business written by the direct 
writing company, and if the losses on that class of business were ab- 
normal; if they exceeded a certain level, that then this reinsurance 
scheme would absorb three-quarters of that abnormal loss. That is 
my understanding of the proposal. 

‘Mr. Rogers. I believe that you say it is your opinion that entry on 
the part of the Government would be an approach to socialized medi- 
cine. 

Mr. Favutxner. I believe it might be a first step in that direction, 
sir; yes. 

Mr. Rocers. Of course, the President has come out very strongly in 
his annual message against socialized medicine. 

Mr. FavuitKner. We very strongly endorse the President’s stand 
against socialized medicine and in “favor of voluntary insurance, and 
we oppose this legislation because we do not think that it contributes 
to the achievement of those purposes. 

Mr. Harris. Would my colleague yield for a question? Your 
answer may require some time. If it does, you can supply the answer. 

Will you give the committee what your definition of socialized 
medicine is? 

Mr. Fautxner. I presume, sir, there are many definitions of social- 
ized medicine. To me, socialized medicine is medicine provided by a 
medical profession operating under the regulation and control of 
Government. 
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Mr. Rocers. I see that you raise a question here on page 9 which I 
raised when I was questioning one of the representatives from the 
Department. You say: 

To implement the Federal reinsurance service it is only necessary for the 
Secretary of Health, Education, and Welfare to find that private reinsurance 
facilities are not available on terms and conditions comparable to those to be 
offered by the Federal service. 

You further say: 

Such a test is inadequate, particularly when the comparison of private facili- 
ties with the proposed Federal service does not recognize that it would be 
federally capitalized—free of taxation—and federally subsidized, at least to the 
extent of all administrative expenses on what seems to be a very liberal basis for 
at least 5 years. 

Now, just what is your further comment on that? I wish that you 
would comment a little further. 

Mr. FAuLKNer. It seems to me obvious, first of all from the bill, 
that the determination of whether or not the Federal reinsurance 
service would be offered is left entirely to tiae discretion of the Secre- 
tary. The Secretary can implement this service, can offer it, if she 
finds that private reinsurance is not available on the same terms and 
conditions. 

Mr. Rogers. What do you mean by “on the same terms and con- 
ditions”? That is what I tried to get at yesterday. 

Mr. Fau.Kner. Available at the same premium rate to the direct 
writing company. 

Mr. Rogers. If they were to find that the facilities offered by pri 
vate companies were not comparable to what the Government could 
offer at less premium, then it would be within her jurisdiction to for- 
mulate some schedule, or regulation that would exclude all these 
private companies / 

Mr. FautKner. Yes. 

Mr. Rogers. Is that your understanding? 

Mr. Fau.tkner. That is my understanding. 

Mr. Bennerr. Do you believe there is anything the Federal Govern- 
ment can do in this general field? Do you believe there is anything 
the Federal Government should do? 

Mr. Faut«ner. Yes. I believe with specific reference to the ex- 
pansion of health-care coverage—voluntary health-care coverage—a 
tax incentive should be provided to people to buy voluntary insur- 
ance. Of course, as to the provision of health-care service to those 
who cannot buy insurance, in the statement we suggested the im- 
portance of adequate assistance funds. 

Mr. Dotuiver. M: ay I speak ? 

The Cuarrman. Certainly. 

Mr. Dottiver. You have alluded to the fact you believe tax incen- 
tives would be advantageous in this field. By that do you mean that 
some provision should ‘be made i in the income-tax law as to the pre 
mium cost of self-insurance, as is now made with respect to medical 
expenses / 

Mr. Fautxner. Yes. 

Mr. Bennett. I suppose it could be said that there are two general 
schools of thought in this field. One which is in favor of eompul- 
sory health-insurance—somewhat on the basis of social security—and 
then there is another school of thought, the same as the trend of 





122 HEALTH REINSURANCE LEGISLATION 


thinking you are expressing now, and that is that the Federal Govern- 
ment should do nothing. We have one group that. would have the 
Federal Government take over the health care of the people of the 
country, lock, stock, and barrel, and another group feeling that 
nothing whatever should be done by the Federal Government, and 
that whatever is proposed to be done is in the general field of socialized 
medicine. 

Do you think that that is about the situation we find ourselves in? 

Mr. Fautkner. Well, sir, there are probably all shades and grada- 
tions of opinion between the two extremes. 

I think there is a very great lack of information on the part of 
the public as to the issues involved in this problem of financing the 
cost of health care. 

The national chamber feels very strongly that more people ought 

» know a great deal more about the health-care problem, about the 
hiatl of financing it, than is the case at the present time. 

I would say there are those, as you have suggested, sir, who, for 
one reason or another, believe in compulsory health insurance and in 
the socialized medical profession. Then there are those who might 
be described as believers in private enterprise who feel that Govern- 
ment should not do what private enterprise can do. 

I belong to that school. 

Mr. Bennett. When you say Government should not concern itself 
with what private enterprise can do, are you taking into consideration 
what private enterprise could do if it directed its attention to it rather 
than the physical fact of what they are actually doing? I am direct- 
ing that question to this particular field. 

Mr. Favuxner. As a generalization, yes, I would agree to that. 

Mr. Rocers. IT would like to ask you what your opinion is of the 
statement that the President made, either in his message to the Con- 
gress, or some place else, that he favored the creation of a Committee 
on Inter-Governmental Relations. 

By the way, our friend, Mr. Dolliver, is on that commission. I 
think that the President wanted to get away from the idea of fed- 
eralizing everything in the Gover nment and returning some things 
to the States and local communities. 

Is it your opinion that this bill contravenes that philosophy ¢ 

Mr. Facixnrr. It might very well by representing a further cen- 
tralization of gover nmental responsibility in the Federal Government. 

Mr. Rocers. It is really putting upon the Federal Government addi- 
tional duties that possibly should be carried by private enterprise, or 
the States, or local interests ? 

Mr. Favu.Kner. Yes. 

Mr. Bennert. If I understood you correctly, you said this health- 
insurance field is not one that readily adapts itself to the principle of 
reinsurance, 

Do you believe if this bill is not enacted, but as a result of its having 
been proposed, that private insurance companies will get themselves 
concerned with the problem and provide the amount “of money in- 
volved here, or more, to do the very thing that this bill would do if 
it were passed, only without any Government assistance? 

Mr. Favixner. Well, sir, there is today available all of the reinsur- 
ance service in the private market that I could conceive of as ever being 
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necessary. The assets of companies that are offering health reinsur- 
ance today many times exceed $25 million. 

It is just one of those situations where the principle of reinsurance 
might be said to apply but where there is no need for it. It is an 
article, product, proposition, or service for which there is no market, 
no buyer, because no need exists in the private insurer for this sort 
of service coverage. 

Mr. Bennerr. Do you think that is an irrevocable position on the 
part of private insurance groups, such as yours, throughout the 
country ¢ 

Mr. Fauixner. Well, sir, I cannot conceive there would ever be such 
a concentration of hazard in one particular risk as to require rein- 
surance of the type proposed here. We would get a spread of the 
average insurance in our direct operations. 

Mr. Bennett. So you feel there will never be any need for it, and 
actually it would never be utilized whether or not the Federal Govern- 
ment gets into the field? 

Mr. Favuixner. Well, sir, “never” is a long time, but I see no need 
and scant chance of utilization by private insurers at this time. 

Mr. Bennetr. Well, the Federal Security people lay great emphasis 
on the fact that in their consultations, at least, with representatives of 
important segments of the insurance business in this country, they 
have reached the conclusion that I understand to be exactly contrary 
to the one that you are taking at the moment. 

Is there a sharp division of opinion? Do you represent the ma 
jority view of the insurance companies on this matter? Do you con- 
cede a minority view from insurance people on this particular ques- 
tion? 

Mr. FautKner. So little time has elapsed since the introduction of 
this bill and the scheduling of these hearings that I personally, at 
least, and I am sure the other witnesses, have been handicapped in 
any effort that might have been made to survey the insurance indus- 
try generally. 

There have been, of course, committee meetings and consultations, 
and I can say to you frankly that the majority of the insurance people 
to whom I have talked can see little prospect 1n this bill for the accom- 
plishment of its expressed objectives—objectives which we all en- 
dorse. 

Mr. Bennett. Well, the Federal Security people, Mrs. Hobby and 
her assistants, Mr. Perkins, as I understood them, do not take the 
position this bill is a cure-all, or a panacea for all the problems in 
this field, but they feel that there is enough assurance, let us say, 
enough prospect, that the bill will do some good, provide some incen- 
tive in this direction, to be justifiable. What about that? 

Mr. Favuikner. Well, it is on that very point, of course, that I 
respectfully beg to disagree with the Secretary. I feel that the possi- 
bility of this bill providing any constructive contribution in the way 
of expanding voluntary insurance is small, if not almost entirely re- 
mote. I speak, of course, from the standpoint of the private insur- 
ance companies. 

I think, on the contrary, that the bill raises questions that have 
long-range consequences, possibly, that would be very unfavorable, 
and would contravene the desire of the President and of us all to see 
voluntary insurance progress. 





124 HEALTH REINSURANCE LEGISLATION 


Mr. Bennerr. If we assume the bill would do what Mrs. Hobby 
thinks it would do, how would you feel about it then? 

Mr. FauLKner. There again it would be a question of weighing the 
possibilities for Federal regulation and control of insurance against 
the possible good that it might accomplish. 

It is our firm conviction, sir, there is not anything this Federal 
reinsurance proposal can do that cannot be accomplished, that is not 
already being accomplished today. 

Mr. Benner Right there, assuming the possibility you may be 
wrong about that and the possibility that Mrs. Hobby and her peo- 
ple may be right, would you then be willing for the Federal Govern- 
ment to make this attempt to assist in the broadening of insurance in 
this field ¢ 

Mr. Fauikner. No, sir, | would be personally opposed to the Fed 
eral Government getting into this picture. I thimk, as has been 
brought out, insofar as insurable risks are concerned, it is a field 
which the Government should not enter. 

Mr. Bennerr. Would you agree, however, that it is also a field 
that has not been fully explored ; that there are many possibilities in 
respect to policies that are not now existent that may later on become 
very common in the insurance field; is that not true / 

Mr. FauiKxner. The health insurance business is by no means per- 
fect. 

Mr. Bennett. It is not stagnant, either; it is not static. 

Mr. Fautxner. It is dynamic: it is progressing, 

Mr. Bennetr. There is one thing that points up, my thinking on 
this. I notice in your statement you say there are about 1 million 
people now that are covered by so-called major medical expense 
insurance policies. 

Mr. FautKner. Yes. 

Mr. Bennert. Similar to the deductible collision insurance on 
automobiles. 

Mr. Fautxner. They have as a feature a deductible clause; yes. 

Mr. Bennetr. How many people, if you know, have i insurance with 
the deductible clause ? 

Mr. Faunxner. Some deductible, I think, is almost a standard 
feature of major medical insurance. 

Mr. Bennett. I suppose that 8 out of 10 people have some deduc- 
tible collision insurance on their cars. I do not have any statistics 
on it, but I know of no one in my circle of acquaintances that does 
not have deductible collision insurance on his automobile; yet you 
find in this particular field that insurance companies have done very 
little, countrywide, in making it possible for people who want to buy 
this kind of coverage to be able to get it; is that not ture? 

Mr. Fau.tKner. Are you referring to the major medical expense? 

Mr. Benner. I am referring to a deductible type of health policy, 
where the insurance company, for a premium, agrees to pay all medical 
and surgery expenses over and above a certain amount. 

Mr. FautKner. That is major medical expense coverage which had 
its origin about 5 years ago, and which is now developing very rapidly. 

Mr. Bennerr. You have only 1 million people in the country who 


have it today ? 
Mr. Fautxner. Yes, in a period of—well, in the first 5 years of 


that type of insurance. 
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Now, of course, there are many other kind of health insurance, as 
you understand. 

Mr. Bennerr. I understand there are, but my own personal think- 
ing is that is the kind of policy that could be most helpful to the 
rank-and-file person. A lot of people do not feel that they can afford 
to pay Insurance premiums to cover them against the routine medical 
expenses in the amount of $100 or $200 a year, but they are appre- 
hensive about the kind of illness that will cost their families hundreds 
of dollars, or thousands of dollars. 

If the average working man and woman in this country could be 
protected by insurance, and if insurance were available, so that for 
a reasonable premium they could insure themselves against unusual 
medical expenses, I think you would be going a long way to help the 
rank and file of the citizen, and that is why I think very serious 
consideration should be given to Mrs. Hobby’s proposal here, which 
her Department feels might lend some encouragement to private in- 
surance companies in this field. It seems to me from the record they 
need some encouragement or some prodding, whichever you prefer. 

Mr. Favutxner. The prodding I think, sir, will come from com- 
petition. It was only 5 years ago that by a process of experimenta- 
tion and development, and trying things out, the underwriters, the 
companies, first came to the conclusion they had enough knowledge 
to write major medical coverage which, I agree with you, will do a 
magnificent job. 

From 1 or 2 companies in the beginning there are now 25 providing 
this coverage. I expect that that number will expand very rapidly. 
I expect to see this coverage have a phenomenal growth. 

Mr. Bennett. If this kind of legislation would encourage 300 insur- 
ance companies to start writing that type of coverage, it could be very 
well worth while. 

Mr. Fautxner. It is my belief that kind of encouragement is not 
needed to get the job done. 

Mr. Bennetr. Not needed ? 

Mr. Fautxner. That is right. 

Mr. Bennerr. You admit that there is much to be done. We have 
only seratched the surface in this particular field as far as private 
eompanies are concerned up to this moment. 

Mr. Fau.xner. Insofar as major medical is concerned, we are just 
getting underway. It has had a fine growth in a very short time, and 
the spadework has been done. It ought to grow like Topsy from 
now on. 

Mr. Bennett. That is ali. 

Mr. Pexiy. Mr. Faulkner, did your committee have the advantage 
of testimony outside of the regular printed material to study; in other 
words, the questions and the answers that were made during the 
presentation of the Secretary and the Assistant Secretary ? 

Mr. Fautxner. Yes; some preliminary news material and questions 
and answers were available, and the presentation of the testimony 
was available. 

Mr. Pexy. I think you know, then, that testimony was given that 
a minimum premium of say one-half of 1 percent of the premiums 
up to a maximum of 5 percent of the premiums, were the estimates 
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given us as to the reinsurance costs under a plan. Did you study that 
at all? I think certain actuaries helped prepare those figures. 

Mr. Fautxner. Certain actuaries did. 

Mr. Petty. What I would like to know is how does that cost com- 
pare with the cost for similar coverage that is available in the private 
insurance field now for reinsurance ? 

Mr. Fau.txner. Well, sir, that is a very difficult question to answer 
for the reason that as is contemplated with the proposed Federa| 
service, the premium will vary according to the particular plan and 
the coverage to be insured. 

It would be very difficult to answer unless you were to take a specific 
plan and get the premium on it from a private reinsurance company 
and then compare it with the premium that would be charged by the 
Federal service. 

Mr. Petiy. You would assume that those estimates are relatively 
accurate because private insurance company actuaries sat in and helped 
— them. 

Mr. Fautxner. Well, sir, I would have no ground on which to make 
an assumption there. 

Mr. Petty. They were reputable companies, and I assume they had 
reputable actuaries. 

We had testimony at one time that the Blue Cross of New Jersey, 
I believe, paid a premium in the first year of their operation to Lloyds 
of $3,000 for $1 million of insurance and they never had to collect 
under that insurance, and abandoned it. 

Would that premium, $3,000 on $1 million of coverage, be compar- 
able in any way with the reinsurance costs of plans under this pro- 
posed legislation ¢ 

Mr. Fautxner. There again, sir, I am just unable to answer your 
question. I am not familiar with the extent of the reinsurance pro- 
vided by Lloyds to the New Jersey Blue Cross. Perhaps Mr. McNary 
can enlighten you on that. On this problem of comparing costs, 
unless you are talking about exactly the same reinsurance providing 
the same benefits, we are apt to be ed astray. 

Mr. Petxy. Let me ask you this: Do you think the proposal of the 
$25 million fund, and this whole program, would be self-sustaining ! 

Mr. Faucxner. If it results in any expansion of voluntary insur- 
ance it would not be self-sustaining for the reason it would be more 
likely the risks that are uninsurable, or borderline, would be the ones 
that would be reinsured. In othor words, the companies, the direct 
writers, would have no incentive to go to the plan to take care of the 
insurable risks. 

Mr. Petty. They would just raise the reinsurance rates, so you can 
assume it is going to be self-sustaining. If it does not work out the 
first year, then they would raise tlie reinsurance premiums and there- 
fore it would theoretically be self-sustaining. 

Mr. Faucixner. A dollar that is lost is lost forever. There again, 
it is an “iffy” question, and it depends upon the volume done, and a 
great many conditions that are very difficult to forecast or foresee. 

Mr. Petuy. Assume it is self-sustaining. Is there anything in the 
cards that would prevent the private insurance companies, with the 
adequacy of their reserves and capital, from doing a similar job? 

Mr. Favutxner. No, sir. 
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The private reinsurance facilities are competent to reinsure risks 
that are insurable in the first place. If they are not insurable in the 
first place, of course they are not reinsurable. 

Mr. Preity. One of our objectives is to get broader and more swift 
coverage to the American people. Would not this legislation work 
in that direction? Do you think it would give broader and more 
swift coverage ? 

Mr. Fautkner. No, sir. I think the consideration your committee 
has given to this whole problem of health and health care by quicken- 
ing an interest on the part of the people a who have not before 
been interested has done a great deal in an educational way, and I 
think probably our job as private insurers, selling insurance, has been 
aided by the educational work that has resulted from the close studies 
this committee has made. 

Mr. Petty. Mr. Faulkner, I am interested in your thought that this 
might in some way lead to federalized control. 

Have you analyzed this legislation in such a way you could give us 
for the record the priority that Federal regulation would have over 
the State regulation that already exists? 

Mr. FauiKner. Well, it would be of a different character, sir, as I 
understand it, and again it is based on assumptions. 

It assumes, first of all, that the fund is patronized by the direct 
writing company. In patronizing the fund to the extent that the 
direct insurer’s business is reinsured, the Secretary of Health, Educa- 
tion, and Welfare, in effect has to put the stamp of approval on the 
policy form; she has to agree that the rates are right; she has discre- 
tionary authority over the administration of claims and operations 
of that sort. In other words, it comes pretty close to superseding the 
management discretion of the insurer insofar as those functions are 
performed on the reinsured business. 

Now, State regulations are of a different kind. The State regu- 
lations go to the financial integrity of the insurer, the licensing, and 
a variety of things of that kinds 

Mr. Pexiy. Assuming’ this legislation was not enacted, have the 
private insurance companies projected into the future what the con- 
tinued growth will be and the coverage that will extend to those 63 
million people not new covered by any form, and what broader cover- 
age those that have it will get? 

Mr. Favitxner. I have not seen a projection that is representative 
of the thinking of a broad section of the industry, but if you look at 
the gravh which is furnished as a part of the testimony, those lines 
keep on going up, and if they keep on going up at the rate they have in 
the last 10 years, and if the population does not increase any faster 
than the present prediction—and it is a liberal guess as to the increase 
in population—it should not be very many years as to hospital, sur- 
gical, and medical coverage until substantially all the people will have 
some benefit of that sort. 

Mr. Petty. This committee has had very extensive hearings on the 
health needs of the Nation, and our concern is over those who are 
probably not now insurable for one reason or another. 

Is there any thought that there will be more liberal coverage. or 
that those that do not now have the advantage of full benefits, could 
get covered through the program of private insurance ? 
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Mr. Fautxner. Yes. Progress is being made in many directions 
by the private insurers all the time. The age limits to which insur- 
ance will be sold initially, and then carried, the risk being continued, 
are constantly being pushed upward. Substantial progress is being 
imade in the development of insurance for risks who are suffering from 
some health impairnient. 

I would visualize the time when for some premium practically every 
impaired risk might have some insurance protection available to him. 
It is a developmental thing. It is an evolutionary thing. It takes 
time, but the companies are pressing forward in the matter of insuring 
both the aged and the impaired. Their effort is being spurred by com- 
petition besides a recognition of the social implications of insurance. 

Mr. Pevxy. As a representative of the private insurance companies, 
would you comment on the “small type” criticism that has been made 
of some of the private insurance policies whereby people have been 
disillusioned when they thought they had coverage ‘ 

Mr. Fau.xkner. I would be glad to. 

In the first place, there is no small type. The type size is regulated 
by State statutes, and the exclusions and the reductions in a policy, if 
any, must be printed in the same prominence as the benefits, and in 
some cases, in larger type. 

[ have the impression, however, that your reference to the small-type 
criticism does not necessarily go to the type size. Certainly, we recog- 
nize in a business as big and as extensive as health insurance, with as 
many carriers operating, that not all of them are perfect; some of 
them do not live up to the high standards that characterize the entire 
industry. 

We know, also, that some people consciously secure insurance out of 
a sort of speculative instinct. hey will buy coverage that is less than 
whole coverage simply because they like to take the chance. I believe 
such abuses as may be referred to in this small type sort of criticism 
are being taken care of. I believe that the industry is not only mak- 
ing every effort to take care of those things itself, but the State insur- 
ance commissioners are alert to the situation and they are taking such 
steps as are necessary to result in an eventual elimination of those 
abuses. 

Mr. Pextiy. I have in mind this legislation was to encourage plans 
which did not have cancelable features and early termination dates so 
in that way coverage would be broadened. Would you comment on 
that ? 

Mr. Fav _xner. Perhaps that is one of the purposes implied in the 
proposed legislation. I would suggest, sir, that there is a very great 
place in the whole picture of financing health-care costs for so-called 
commercial coverage; that is, coverage which may be terminated, or 
not renewed at the end of the term by the insurer. Guaranteed re- 
newable coverage is splendid, of course, but in the experimentation 
that is continually going on it is necessary that the insurers have the 
right to retire from the occasional risk who looks upon his disability 
insurance as a sort of unemployment compensation or vacation type of 
insurance. 

Had it been necessary for all disability insurance to be guaranteed 
renewable from the beginning, this business probably never would 
have developed at all because the insurers, 85 years ago when the 
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business started, knew very little about the business and they would 
have undertaken obligations for which they were not prepared. 

Commercial insurance is more generally available than guaranteed 
renewable, and at lower premium rates, and accordingly within the 
reach of large numbers of people. 

Mr. Petty. Thank you; that is all. 

The Cuatrman. Mr. Younger. 

Mr. Youncer. Mr. Faulkner, I would like to state before I ask you 
my questions that my interest in the chamber of commerce probably 
predates yours. I have been a member of the chamber practically 
all of my business career. So what questions I have to ask are not 
prompted by any animosity towards the chamber. 

You make the statement that the national chamber did in January 
take opposition to the President’s provision in the state of the Union 
message on health; is that true? 

Mr. Fautxner. My understanding, sir, is that the board of directors 
of the chamber—I misspoke myself if I said “state of the Union”— 
after the President’s message on health considered that phase of it 
which had to do with the reinsurance proposal and took a position in 
opposition to that phase of the President’s program. 

Mr. Youncer. They had no opposition to any of the other phases of 
the administrative program on health? 

Mr. Fau_kner. Not to my knowledge, sir. My knowledge extends 
to the point that the board said, : 

We oppose it. In our judgment the Federal health reinsurance proposal is 
contrary to the established policy of the chamber because it means the entry of 
the Federal Government into a field which private business is prepared to serve. 

Mr. Younger. So far as you know they took no opposition to any 
of the other parts of the health program of the administration ? 

Mr. Fautxner. Not to my knowledge, sir. 

Mr. Youncer. We have had one administrative proposal here, H. R. 
8149, which was passed by the House and has in it an authorization of 
some $60 million. At no time during the hearings was anybody here 
from the chamber of commerce to oppose that. 

Mr. Fautxner. I am not familiar with the content of that bill by its 
number, sir. 

Mr. Youncer. Well, it is the program to create medical facilities; 
an amendment to the Hill-Burton Act, the Hospital Survey and Con- 
struction Act. 

Mr. Fautkner. Yes. 

Mr. Younger. There was nobody here from the chamber to oppose 
that. 

Mr. Faunxner. As I understand it, the opposition of the chamber 
was directed simply to the Federal health reinsurance proposal. 

Mr. Youncer. In other words, the chamber is prefectly willing to 
subsidize and use Federal money to construct facilities, hospital facili- 
ties and other facilities, to make it easier for the insurance companies 
to take care of their patients? 

Mr. Fautxner. Well, sir, I am not qualified to comment on that. 
If the chamber was not represented here in opposition to the extension 
of the Hill-Burton program I assume that they are not opposed to it. 

Would that be right, Mr. Kirkpatrick ? 

Mr. Kirkpatrick. We just did not take a position. 
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Mr. Fautxner. I am informed that the chamber did not take a 
position. 

Mr. Younger. Yes. They were not opposed to the Federal funds 
going into that. 

Now we have another bill here which is part of the administration 
pen on health, on public health grants in aid. The committee 

as been considering it, and we had public hearings on that. To the 
best of my knowledge nobody from the chamber of commerce came to 
oppose that bill, yet that involves an authorization of Federal funds 
to take care of and assist people, and to create better health, which in 
turn helps out the insurance companies, does it not? 

Mr. FavutKner. Most importantly I think it helps out the whole 
American people. 

Mr. Youncer. Well, let us not get aside; let us answer the question. 
If we improve the health of the people so that you have fewer claims 
on your policies that helps out the insurance companies, does it not? 

Mr. Fautxner. Yes, sir. 

Mr. Youncer. All right. So the chamber has no opposition to 
using Federal funds for that purpose. 

Mr. Fautxner. The chamber’s position, I believe, sir, is one of 
opposing the entry of the Government into a field that private industry 
is serving. 

Mr. Youncer. All right. 

Mr. Fauixner. Private industry apparently is not serving the 
process of building hospitals or making grants in aid and that sort of 

ng. 

Mr. Youncer. We will come back to that in just a little while. 


You prope tax relief for premiums paid for insurance? 


Mr. Fautxner. Yes, sir. 

Mr. Youncer. That takes money out of the Federal Treasury, does 
it not? 

Mr. Favuixner. It presumably would reduce taxes, yes. 

Mr. Youncer. It does not make much difference which way you take 
it out; if you take it out before they get it or after they get it. In 
either case it is a loss to the Federal Government; is it not? 

Mr. Fautxner. From the standpoint of the Treasury. 

Mr. Younger. So that from that standpoint it would be a subsidy on 
the part of the Federal Government for the payment of insurance 
premiums; would it not? 

Mr. Fauixner. It would be, I think, an important incentive for 
peer to exercise the right to select insurance and to buy it. 

Mr. Youncer. I am glad you used the word “incentive” there, be- 
cause we are going to come back to that a little later on, too. You 
recognize that would be an incentive. You think the proposals of 
the Federal Government and the field of the Federal Government 
should be in the incentive field; is that right ? 

Mr. Favutxner. I think in this particular that they could supply 
an important incentive; yes, sir. 

Mr. Youncer. You believe that that is all right. If the funds of 
the Federal Government are used in that capacity as an incentive, 
that is all right; that is a proper use of Federal funds? 

Mr. Fautxner. Yes. 

Mr. Younger. All right. Now we will come back to the statement 
that you made a while ago, which I think I have correct—that the 
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insurer would have no incentive to patronize this fund because if it 
is insurable it is covered now, and if it is uninsurable it should not 
be insured in the first instance. 

Mr. FauuKner. Well, if the risk is insurable and there is any 
requirement for reinsurance—there is very little, as I tried to demon- 
strate—for what reason would the insurer patronize the fund? I 
cannot see an incentive there, sir. 

Mr. Youneer. I correctly quoted you, did I not? 

Mr. Fauixner. I believe you did. 

Mr. Youncer. In theory. 

Mr. Fautxner. Yes. 

Mr. Younger. Do you cover today as insurable risks some risks 
that 2 or 5 years ago you did not consider were insurable risks? 

Mr. FauLKNER. Some. Some categories. 

Mr. Younger. That is right. So when-you say today that these 
certain risks are uninsurable you are not sure of that, are you, because 
it may prove next year or the year following that they are insurable? 

Mr. Fauixner. Certainly. 

Mr. Younger. All right. So in the field of Federal Government, 
if it can encourage companies to go into new fields which they them- 
selves today think are uninsurable, but will prove insurable, then as 
an incentive—and you recognize the field of the Federal Government 
on incentives—that wold be all right, would it not? 

Mr. Fauuxner. Certainly we would agree that anything that sup- 
plies an incentive for companies to expand protection would be a fine 
thing. We do not think that this proposal supplies any incentive that 
is not present in the existing private system, sir. 

Mr. Youncer. Well, we have lots of testimony here to the con- 
trary from people who were covering this subject in our general hear- 
ing. Have you read all the hearings? 

Mr. Fauuixner. I have not read them all, sir. I did read the testi- 
mony presented by the Secretary. 

Mr. Youncer. I mean the health hearings. 

Mr. Fautxner. No, sir. 

Mr. Youneer. For all of these health plans that have been before us. 

Mr. Fauuxner. No, sir; I have not read all those volumes. 

Mr. Youncer. It seems to me as though you are making a state- 
ment without very good preparation. If you will read those hearings 
you will find that a good many of the insurers have already been 
before us and told us that they would like to cover certain risks. For 
instance, there is a limitation in some policies as to 110 days hospi- 
talization. They would like to take that limitation out. They think 
that it can be done with a premium slightly larger than they are 
charging now, but they have no actuarial basis on which to judge. 
So if they were encouraged or had some protection and knew that their 
financial status was not going to be ruined by going into this new 
field they would go into it. 

We have a number of those examples. There was one on elimi- 
nating the age limit. I recently had a policy and was notified that 
from here on I am not covered. 

I think if the Federal Government is in a position to encourage 
that particular elimination, which may prove perfectly insurable 
within a few years of experience, that certainly within that field the 
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Federal Government has provided an incentive that is worthwhile. 
Would that not be so? 

Mr. Fauixner. Certainly an incentive that encourages companies 
to do those things is worthwhile. We maintain that those incentives 
exist today. They exist in the desire to do a better job. They exist 
in competition among the 800 companies. Those improvements are 
going on. 

Mr. Hesevron. Mr. Younger, would you yield on this point? 

Mr. Youncer. Yes. 

Mr. Hesevron. You are aware, I am sure, Mr. Faulkner, that the 
bill itself provides that in the first place the carrier must voluntarily 
make the application; in the second place, certain standards must be 
met; and most important, that no reinsurance is available from pri- 
vate sources on comparable terms. 

Mr. FauuKner. Yes, sir. 

Mr. Hesevton. Does that not weaken the position you have taken 
that this would be in competition with private industry ? 

Mr. Fauixner. No, sir; because when the Federal Government 
enters the field the Federal Government will operate under more 
favorable terms and conditions. It will be freé of taxation. It will 
have its administrative expense appropriated out of general funds. 
And in other ways the terms and conditions under which the Federal 
proposal would operate would be more advantageous to it than the 
conditions under which the private insurer or reinsurer must operate. 

Mr. Hesevron. In fact, as Mr. Younger and others have pointed 
out, the people who have been working on this program, including 
representatives of reputable insurance companies, feel that it defi- 
nitely will be a possible incentive; and, if so, a very great benefit to a 
large portion of the American people who are not now covered by 
any form of this kind of insurance. Is that not a factor of impor- 
tance, in your opinion ? 

Mr. Fauixnenr. I have stated, sir, that it is our belief that this will 
not contribute to the expansion of voluntary insurance. 

Mr. Hesevton. Thank you, Mr. Younger. 

Mr. Youncer. You made a statement a while ago about the fact 
that there are certain companies writing certain types of policies in 
the field that possibly are overselling the policy as to just what it 
will do. You made a statement in answer to Congressman Pelly’s 
question. 

Mr. Fau.kner. There have been companies accused of that; yes, sir. 

Mr. Youncer. Has your committee and the chamber of commerce 
ever taken that question up at all, to try to clean it up in the public 
interest ? 

Mr. Fautxner. The insurance committee of the chamber of com- 
merce, sir, is a committee that has to deal with broad matters of 
policy. The matter to which you adverted has been discussed in trade- 
association committees. The matter might more properly be dis- 
cussed in trade-association committees; committees of companies 
that are operating solely in this field, rather than in the chamber 
of commerce committee, which represents every aspect of the whole 
broad field of insurance; in other words, life, casualty, fire, marine, 
and all of it. 

Mr. Younger. I suppose that same analogy would apply to those in 
the field that would appear on this bill, also, would it not? 
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Mr. Fauixner. | am sorry, sir; I do not quite follow your question. 

Mr. Youncer. Well, you are talking about why the chamber took 
the other position. The same committee, which you represent, comes 
before us against this bill but is not willing to take a position on health- 
insurance policies in general written over the country. 

Mr. Fautxner. I presume that the matter of sales practice has not 
been on the agenda of the insurance committee of the United States 
Chamber for the reason that it was the impression of the chamber 
that that problem was being dealt with by trade-association com- 
mittees. 

Mr. Youneer. I think the trade-association committees, as I say, 
the same ones, ought to be dealing with this, also. 

Mr. FautKxner. I believe, sir, that they expect to be heard. 

Mr. Younorr. That is right; I understand so. 

Speaking to the incentive field again, are you familiar with the 
operation of the Hill-Burton Act, so far as the Federal Government 
is concerned ¢ 

Mr. FautxNner. In a general way only, sir. 

Mr. Younger. Did you know that through the stimulation of the 
allocation of funds under the Hill-Burton Act, with all this hospital 
construction, that over two-thirds of the construction since the Hill- 
Burton Act went into effect was accomplished by private funds without 
any funds from the Federal Government at all? 

Mr. Fautxner. Yes, sir. I understood that a substantial portion 
of hospital construction had been carried on by private funds and not 
Hill-Burton funds. 

There, again, sir, it seems to me that this is a field in which there 


is no private business operating. I presume that most of the hospital 
construction has been for community hospitals. I know in my own 
community of Lincoln, Nebr., we are currently about to embark on a 
drive to raise $2 million from the community in order to modernize 
and ompene our hospital facilities. 


Mr. Youncer. That is right. 

Mr. Fauikner. It is a communitywide business, then, you see. 

Mr. Youneer. I am talking in the field again of the Federal Gov- 
ernment providing incentives, in the field where you admit that it has 
a perfect right. 

Mr. Fautkner. Certainly. Of course, in the case of Lincoln the 
raising of these funds is without any Federal stimulus. It is a com- 
munity spirit that dictates that the job has to be done. We prefer to 
raise the money locally out of donations. 

Mr. Youneer. All right. Then let us get back into the Govern- 
ment’s field where private business is concerned. You make certain 
statements. Your first statement on page 8 is: 

The bill provides only a bare framework of a program, with implementation 
left to the discretion of the Secretary— 
and so forth. Are you familiar with the insurance programs that 
have heretofore been enacted by the Federal Government ? 

Mr. Fauixner. Not all of them, sir. 

Mr. Youncer. Have you ever read the FHA Act? 

Mr. Favuixner. No. 

Mr. Youncer. The Federal Housing Administration? 

Mr. Fautxner. No. 
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Mr. Youncrr. Have you ever read the Insurance Act for insurance 
of accounts in savings and loans? 

Mr. Faucxner. No. 

Mr. Youncer. Would it not be well for you, before you make a 
statement like that, to delve into the insurance field that the Govern- 
ment is in, and acquaint yourself with the framework of the insurance 
bills? Do you not think that the Federal Housing Administration 
has done a good job? 

Mr. Fau.txner. I believe that it has, within its field. 

Mr. Youncer. It has the support of all the private industries that 
deal with it; banks, insurance companies, and everybody. 

Mr. Fauuxner. Yes, sir. 

Mr. Youncer. That is an insurance field. Prior to that act there 
was not an insurance company that would loan over 60 percent of the 
value of a home. Some of them went up to 662 percent, but very 
few. 

This act was passed, and the loan was set at 80 percent. Many 
people in the mortgage field thought that that was taking a risk 
which should not be taken. Now it is customary for the insurance 
companies on their own account, without any reinsurance or without 
any insurance protection, to go to 75 percent. The insurance com- 
missioners over the country by and large have approved increasing 
the lending percentage to 75 percent, as the result of an act where the 
Federal Government went into that field and pioneered in that field. 

Mr. Favuitxner. Was it not a field, sir, in which there was no pri- 
vate enterprise competent to do the job? 

Mr. Youneer. To do what? 

Mr. Favixner. There was no private industry in that field, was 
there, sir, doing the job? 

Mr. Youncer. Oh, you have plenty of big indemnity companies, 
but they were not doing it. ‘They are not dong it in your field. There 
is nobody who can go and take the unusual risk that we want taken 
now, in the exploration of the new field that we want. 

This act on the insurance of accounts, where they now insure ac- 
counts in savings and loans up to approximately $20 billion, is only 
5 pages, completely skeletonized. The regulations are all left the 
same as they are here in this bill. That is the Federal policy. 

You cannot write a bill that will go to every point. You Sav to 
leave it to regulations under the Federal statutes. You cannot operate 
otherwise. 

Mr. Fauixner. There has to be some discretion, of course, sir. It 
is our opinion that the discretion vested in the Secretary is too broad. 

Mr. Youncer. Well, that same thing could have been said of the 
Savings and Loan Insurance Corporation that the discretion as to 
whether they should insure a savings and loan was too broad. That 
was left solély to the discretion of the Federal Home Loan Bank Board, 
and was left to them without any limitation. That same charge could 
have been made, but the Insurance Corporation has been successful. 

In every instance of Federal] insurance it has all been successful and 
satisfactory ; the FDIC insurance, Federal Savings and Loan Insur- 
ance Corporation, and your FHA insurance. It has all started from 
a very indefinite statute, because they were pioneering new fields at 
the time. 
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I think it would be well for you and your committee to read those 
bills and to see what has been accomplished by those bills. All of those 
have been dealing solely with private enterprise; every one of them; 
and private enterprise 1s more than satisfied with the treatment. 

Mr. Favixner. I am sure you are correct, sir. It is my impression, 
however, that there was not the element in the situation where private 
enterprise was operating in the field and competent to perform the 
same service. 

Mr. Youncer. Now wait a minute. That is contrary to your pre- 
vious statement, because you have already stated that a risk, if it is 
insurable, is covered now. We are talking about the risks that today 
are considered uninsurable. Those are the fields we want explored. 
I think we are talking about two different things, Mr. Faulkner. 

Mr. Fautxner. Perhaps we are, sir. 

Mr. Youncer. Because you lose sight of the provision of this bill 
which is the incentive feature, to go into fields that are not now 
insurable according to your own statement. That is the point where 
I think we differ. 

Mr. Fautkner. On that point, sir, perhaps we are shortsighted, but 
we fail to see where the provision te reinsurance service can make 
something that seems culhey uninsurable insurable today. 


Mr. Youncer. For the same reason that a couple of years ago or 
5 years ago you could not get a policy to insure you against polio; 
could you ¢ 

Mr. Fautkner. Polio insurance goes back a little further than 
that, sir, but it is correct that it has grown in the last few years. 


Mr. Youncer. Now it is common? 

Mr. FavLKNer. Very common. 

Mr. Youncer. A few years ago most of them would say it was 
uninsurable. As you pointed out awhile ago, what is uninsurable 
today may be perfectly insurable tomorrow, after you have had the 
experience and proven it. 

Mr. Fautxner. That is quite right, sir. That is why underwriters, 
private insurers, are constantly vigilant to broaden the coverage; 
why we continue to experiment. 

Mr. Youncer. The only thing that this bill does is to encourage 
you and help you get started in these fields and do it faster. 

That is all, Mr. Chairman. 

The Cuarrman. Mr. Harris? 

Mr. Harris. I do not have any questions. 

The CuHatrman. Mr. Hale? 

Mr. Hate. I have just a couple of questions. 

Does the United States Chamber of Commerce have a committee on 
public health? Have they a particular agency working in that field? 

Mr. Fautkner. Not in the field of public health, sir, I am in- 
formed. 

Mr. Hare. They have not done any research or study in the past on 
the subject ? 

Mr. FautKner. Not on public health as such, sir. 

Mr. Hate. Private health? Anything on health? 

Mr. Favuixner. There has been no research, to my knowledge, of a 
kind going into things that can contribute—in other words, not medi- 
cal research or anything of that sort; no. 
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Mr. Hatz. I just want to comment on one thing here. You say on 
page 9 of your statement : 

The public interest is best served by preserving the competitive features of 
the health-insurance business which has made such great progress in the last 
10 years. 

I am still not quite sure why this reinsurance program would make 
the health insurance business any less competitive. 

Mr. Favixner. To the extent that this business were to become re- 
insured in a single Federal carrier there would be Federal control or 
regulation of premium rate and of policy form and benefit which 
would tend toward standardization and less competition. 

Mr. Hare. If I understand it, one of your objections to this legis- 
lation is that there are private agencies which can now do the work 
which this proposed public agency will do? Why do these private 
agencies not restrain competition in health insurance? 

Mr. Fauixner. Because there are several of them. They operate 
independent of each other. 

Mr. Hate. They would continue to operate if we passed this bill; 
would they not? 

Mr. Fauixner. I presume so. 

Mr. Hate. I do not see why competition would be extinguished or 
restricted. 

Mr. FauuKner. Well, to the extent, sir—it is our belief—— 

Mr. Hate. Where you have a Government stepping in and building 
a dam, then you have public power and that drives private power out 
of the field. But I do not see why a reinsurance fund of the Govern- 
ment would drive private reinsurers out of the field. 

Mr. Favutxner. It might not drive them out of the field. But to 
the extent that the business became reinsured to a larger and larger 
degree in the Federal reinsurance plan, with control of policy form 
and benefit, by one source, the competition at the direct writing level 
might become less. 

Mr. Hate. The competition at the what level ? 

Mr. Fautxner. At the direct writing level, the company that first 
insures, the company that issues the policy to the individual or to 
the group, as distinct from the reinsurer. 

Mr. Hatz. I do not quite follow you, but I will not pursue it 
further. 

The CnatrmMan. Mr. Faulkner, I want to go back to your opening 
statement, so that we can understand it as fully as possible. 

First, I want to ask as to whether you are speaking for the chamber 
of commerce viewpoint; and second, just what is its viewpoint? 

You have stated that you appear today to represent and speak for 
the Chamber of Commerce of the United States. When you appeared 
last fall and testified before this committee, were you then appearing 
for the chamber of commerce ¢ 

Mr. Fau_Kner. No, sir; I was not. 

The Cuarmman. For whom did you appear then ? 

Mr. FavutKner. I appeared as an individual representing myself. 

The CHarman. We appreciated your presence and we appreciated 
your giving us the information you did on that occasion. 

When did you become the speaking representative of the chamber 
of commerce ? 
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Mr. Favixner. When I was asked a month or so ago by the insur- 
ance committee of the United States Chamber of Commerce to present 
this testimony. 

The CuarrMan. Did the committee have a meeting at which you 
appeared ¢ 

Mr. Fautxner. The committee had a meeting on February 11, 1954, 
and at that time this proposal was discussed generally. Then the 
problem of the chamber’s — was taken up with the board of 
directors of the chamber by the chairman of the insurance com- 
mittee. The board of directors voted that the position of the cham- 
ber is one of opposition to Federal entry into the reinsurance business. 

The Cuamman. Were you present at the meeting? 

Mr. Fautxner. Not of the board of directors. 

The Cuarrman. Were you present at the insurance meeting ¢ 

Mr. Fautxner. At the meeting of the insurance committee; yes. 

The CuarrMan. How many were present ? 

Mr. Fau.txner. Approximately 25, sir. 

The Cuamrman. How many are on the committee ? 

Mr. FauLKner. 29. 

The CuarrmMan. Was the viewpoint that you have expressed pre- 
sented in the meeting of the committee? 

Mr. FauLKner. Yes. 

The Cuarrman. Was there any difference of opinion among those 
present ? 

Mr. Fauixner. There was no expressed opposition, sir, to the 
presentation. 

The CuHarrman. Would you be able to give the names of those who 
were present ? 

Mr. FauLtKner. We will be glad to supply those. 

The Cuatrrman. Would it be possible to give the companies that 
they represented ¢ 

Mr. FauitKner. Yes. 

(The information requested is as follows:) 


INSURANCE COMMITTEE, 1953-54 


*Chairman: Clinton L. Allen, president, Aetna Insurance Co., Hartford, Conn. 

*Marshall B. Dalton, president, Boston Manufacturers Mutual Fire Insurance 
Co., Boston, Mass. 

*Edwin J. Faulkner, president, Woodman Accident Co., Lincoln, Nebr. 

Calvin Fentress, Jr., president, Allstate Insurance Co., Chicago, Ill. 

Chester O. Fischer, vice president, Massachusetts Mutual Life Insurance Co., 
Springfield, Mass. 

*Walter L. Hays, president, American Fire & Casualty Co., Orlando, Fla. 

Manning W. Heard, vice president-general counsel, Hartford Accident & In- 
demnity Co., Hartford, Conn. 

*Carl N. Jacobs, president, Hardware Mutual Casualty Co., Stevens Point, Wis. 

*H. Clay Evans Johnson, president, Interstate Life & Accident Insurance Co.. 
Chattanooga, Tenn. 

Francis V. Keesling, Jr., first vice president, West Coast Life Insurance Co.., 
San Francisco, Calif. 

*Lendon A, Knight, general attorney, Royal Neighbors of America, Rock Island, 
Til. 

*T. E. Leavey, president, Farmers Insurance Exchange, Los Angeles, Calif. 

*Lawrence A. Long, Long, Hyman & Smart, Denver, Colo. 

*C. A. Loughin, vice president, the Home Insurance €o., New York, N. Y. 

ee ee second vice president, Metropolitan Life Insurance Co., New 
fork, N. Y. 

John D. Marsh, J. D. Marsh Associates, Washington, D. C. 
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*David McCahan, professor of insurance, Wharton School of Finance and Com- 
merce, University of Pennsylvania, Philadelphia, Pa. 
Lorimer W. Midgett, Midgett Insurance Agency, Elizabeth City, N. C. 

*Melvin J. Miller, DuBois, Rutledge & Miller, Fort Worth, Tex. 

*Hugh H. Murray, Jr., president, Associated Insurers, Inc., Raleigh, N. C. 

Charles E. Nail, president, Lumbermen’s Mutual Insurance Co., Mansfield, Ohio 
Courtilandt Otis, vice president, Johnson & Higgins, New York, N. Y. 

*H. Bruce Palmer, president, Mutual Benefit Life Insurance Co., Newark, N. J. 
Ralph Platts, president, Standard Accident Insurance Co., Detroit, Mich. 
Bradford Smith, Jr., vice president, Insurance Co. of North America, Phila- 

delphia, Pa. 


“Bryan E. Smith, administrative vice president, Liberty Mutual Insurance Co., 
Boston, Mass. 


— M. Smith, general counsel, Lumbermen’s Mutual Casualty Co., Chicago, 
ll. 
Harold M. Stewart, executive vice president, Prudential Insurance Co. of Amer- 

ica, Newark, N. J. 

Gus Wortham, president, American General Insurance Co,, Houston, Tex. 
*A. L. Kirkpatrick, secretary-manager, insurance department, Chamber of Com- 

merce of the United States, Washington, D. C. 

The CuarrmMan. Could you offhand give us some idea as to the 
nature of the membership of the committee and as to the types of com- 
panies they are associated with ? 

Mr. Fautkner. Yes. The membership of the insurance committee 
of the United States chamber is a very broad and representative one 
drawn from all facets of the industry—fire insurance companies were 
represented, casualty companies, life-insurance companies, individual 
agencies as distinct from companies, and fraternal societies. We have 

professor of insurance from the University of Pennsylvania as a 
member. In other words, sir, it is a very representative membership. 

The CHatrman. I assume the companies are representative com- 
panies. 

Mr. Fautkner. Yes, they are considered to be that. 

The Cuarmman. After you had agreed among yourselves as to a 
policy, was that made known to the membership of the chamber before 
it was presented to the board of directors ? 

Mr. Fautxner. Yes. The proposed policy recommendation, or the 
position of the chamber, the position that would be recommended to 
the board, was known to the membership of the committee. 

The Cuarrman. How was it brought to the attention of the mem- 
bership ? 

Mr. Fau.txner. Both by the discussion in the committee meeting 
and at a later time by a copy of the proposal being placed in the 
hands of the members of the committee, and then at a later time an 
information letter, a memorandum, telling the members of the com- 
inittee of the policy declaration by the board of the chamber. 

The Cuamman. I was not referring in my question to the com- 
inittee. I meant the membership of the organization of the chamber 
of commerce, was it brought to their attention before it was submitted 
to the board of directors? 

Mr. Fautxner. I believe not. 

The Crarrman. Was it submitted to the board of directors in a 
written report ? 

Mr. FauLkner. I am sorry, sir, I missed a part of your question. 

The Cratrman. Was it submitted to the board of directors in the 
form of a written report from the insurance committee ? 


*Present at meetings on February 11, 1954. 
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Mr. FauLkner. Yes. 

The Cuatrman. Who prepared the report / 

Mr. Fau.knrr. It was prepared by the staff of the insurance depart- 
ment of the United States chamber, and the chairman of the insurance 
committee. 

The Cuarrman. Is that available for the purpose of this committee, 
or is that a matter you feel is not? 

Mr. Fautxner. It is, of course, available, sir, and a copy will be 
furnished to you. 

(The information requested appears on p. 116.) 

The Cuarrman. After that was presented to the board of directors, 
what was their action ? 

Mr. Fautxner. Their action was to approve the recommendation. 
The recommendation was that the position of the United States Cham- 
ber of Comerce be in opposition to the Federal health reinsurance pro- 
posal because it enters a field of business in which private enterprise 
is able to supply the service. 

That recommendation was developed from existing national policy 
which is known, of course, to the membership of the chamber 
nationally. 

The CuHarrman. Was there any discussion of the report? 

Mr. FautKkner. By the board of directors ? 

The Crarrman. Yes. 

Mr. Favutxner. I presume from the minutes there was. I was not 
present. 

The CuarrMan. Was there any difference of opinion ¢ 

Mr. FauutKner. There was not. 

The CHarrman. Were no questions raised with respect to it, or was 
it just accepted in a perfunctory way ? 

Mr. Fautxner. I would say, sir, yes; there was discussion. I am 
informed there was discussion before the report was adopted. I would 
say it was not adopted in a perfunctory way. 

The CuHarrman. Was there discussion as to the advisability of ac- 
cepting the policy ? 

Mr. Favutxner. I presume there was. However, I was not present 
at the meeting and do not know the full extent of the discussion. 

The Cuarrman. I wonder what reason there was for any extended 
discussion if they were unanimous in their opinion that it should be 
adopted. 

Mr. Fau.LKkner. | presume it was a matter of clarification, to be sure 
that everyone understood the proposal. 

The Cuarrman. Then, in the effort to clarify, were different opin- 
ions expressed ? 

Mr. Favuixner. I do not know; sir, but I presume the discussion 
was adequate. 

The CHatrrman. After it was adopted by the board of directors, 
was it then made known to the membership of the chamber? 

Mr. Fautxner. The position of the board was disseminated widely. 
It was to the entire insurance membership. 

Mr. Youneer. Will the chairman yield for a question? Was any- 
body at that meeting acquainted with, and favorable to, the program so 
as to present that side of it ? 

Mr. Favutxner. Well, of course, the details of the bill had not been 
spelled out. The chamber’s position was taken on the basis of such 
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information as was available in January after the President’s message 
on health. 

Mr. Youncer. In other words, was it a hearing where both sides 
were presented? Was it a hearing where advocates of both sides were 
present ¢ 

Mr. Fau.xner. No, sir. 

Mr. Youncer. That is all. 

The Caamman. After it had been paameee by the board of di- 
rectors, was the action of the board brought to the attention of the 
membership of the chamber of commerce ? 

Mr. Fautxner. I understand that it has not yet been brought to the 
attention of the membership nationally. 

The Cxarrman. How many were present on the occasion when the 
board of directors approved the action of the insurance committee ? 

Mr. Fau.xner. I am informed there are 59 members of the board 
of directors, and a substantial majority of them were present at that 
meeting. 

The Cuarrman. When was that meeting held ? 

Mr. Favuixner. In January, toward the end of January. 

The Cuatrman. So that with the 20 or 25 who were present at the 
meeting of the insurance committee, we will say a majority of the 59 
members of the board of directors, that constitutes the number that 
had knowledge of the policies of the chamber of commerce for which 
you are speaking today ? 

Mr. Fav.ixner. The basic policies of the United States Chamber 
of Commerce are published, and this recommendation was based on 
those basic policies. In other words, it was the application of the 
basic published policies of the national chamber to the specific situa- 
tion involved in the proposal for a Federal reinsurance scheme. 

The Cuamman. Then, if I understand you correctly, the specific 
information of what had been agreed to by the insurance committee, 
and afterward by the board of directors, did not go out to the member- 
ship in general. 

Mr. FavutxneR. It is being mailed today. 

The Carman. So that your appearance today is not in response to 
any objection, or agreement, on the part of the membership, is it? 

r. FautxKner. It is not. Certainly it is not in response to a call 
from the national membership. It is in response to the request of the 
insurance committee operating on the directive of the board of di- 
rectors whose position was taken on the basic policy which was printed 
and known to the entire membership. 

The Cuarrman. You are speaking of basic policy. 

Mr. FavuikKner. Yes. 

The CuarrMan. I am speaking of specific policy, the specific policy 
that was adopted as the result of a hearing Aveptoned in a discussion 
before the insurance committee, and afterward by the board of di- 
rectors. Let us be frank about it. Was that specific recommendation 
brought to the attention of the general membership, and did it receive 
its approval, and on the basis of which you appear today to speak for 
3,100 business organizations with an underlying membership of 
1,600,000 ¢ 

Mr. Favutkner. Perhaps, sir, I can clarify by saying this: that it 
is a basic policy of the national chamber to be opposed to the entry of 
Government into a field in which private enterprise is serving and 
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ean serve. The Federal health reinsurance proposal was interpreted 
by the board of directors to be a proposed entry into the field where 
private enterprise is now operating and can serve, and under those 
circumstances the nationally adopted policy would be applicable in 
this instance. 

The CHarrMan. Would there be a unanimity of the 3,100 business 
organizations, the same as there was unanimity in the insurance com- 
mittee and in the board of directors? 

Mr. Fauixner. It is highly doubtful that that many people would 
be unanimous on anything, sir. 

The Cuamman. Then you do not speak for, the 3,100, do you? 

Mr. FAvutKNER. Probably not all of them. 

The CHarrman. Do you think the 1,600,000 members would all 
agree with you on this presentation that you have made? 

Mr. FauiKner. I am sure that not all 1,600,000 would concur in a 
single point of view, sir, but in any type of representation from an 
organization the feeling of the responsible administration and the 
majority has to prevail, just as it does in Congress. 

The Cuarrman. That is absolutely true. It is for that reason that 
I am so positive that you do not speak for the 3,100 businesses or the 
1,600,000 people. There is no member of Congress that I know of 
who has ever yet been able to speak for everybody in the district that 
he represents. And sometimes when they have professed to speak 
for them they find that they have misjudged, at the next election. 
I am just wondering if the same principle would apply to the chamber 
of commerce. I have a regard for the chamber of commerce in its 
general supervision. I have been terribly eenponien at times in 
their failure to recognize social advancements that were necessary 
under the circumstances. It seems to me that they have been a bit 
too conservative. 

I am only indirectly a member of a chamber of commerce, and too 
far down on the totem pole, I guess, to express any opinion to those 
in the ivory tower, so I hesitate to say what does and what does not 
represent the opinion of the rank and file. 

But my point is this—and I am not making an impersonal exception 
to your appearance—but too frequently, in my opinion, individuals 
come before this committee and attempt to give strength by indicating 
to the committee that they are speaking for a membership such as you 
did here today. You said that you were speaking for the chamber of 
commerce, a federation of more than 3,100 business organizations, and 
an underlying membership of over 1,600,000. 

I think that does not go down deep enough to where you can say 
that this policy that you speak of today which has been approved by 
the insurance committee is the viewpoint of the entire membership of 
the chamber. Nor do I know how many of the insurance committee 
were members of the board of directors. Even if none of them were 
not, the total number that passed upon the policy, we will say, was 
approximately 75 or less than 100, at any rate, and yet it is represented 
to us that you are speaking for 1,600,000. I just cannot accept that, 
or take from it the import or the force that is evidently intended 
by your giving that kind of statement to the committee. 

Mr. Hesexron. I wonder if I could place into the record something 
that was placed in the Congressional Record yesterday? It is a 
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statement as to the nine people who worked the hardest to develop 
the administration’s new limited Federal health insurance plan. They 
are as follows: 


©. Manton Eddy, Connecticut General Life Insurance Co., Hartford, Conn. 
Henry 8. Beers, Aetna Life Insurance Co., Hartford, Conn. 

Jarvis Farley, Massachusetts Insurance Co., Boston. 

Dr. Charles Hayden, Massachusetts Blue Shield, Boston. 

William S. McNary, Michigan Blue Cross, Detroit. 

H. Lewis Rietz, Lincoln National Life Insurance Co., Fort Wayne, Ind. 

J. Henry Smith, Equitable Life Assurance Society, New York. 

James B. Stuart, Hospital Care Corp. (Blue Cross), Cincinnati, Ohio. 

The Cuairman. I think that is a very imposing list that you have 
read of those who associated themselves with the drawing of this bill. 
They are not individuals who want to destroy the basic principles of 
this Government. While they may not have been speaking for their 
companies, certainly they were speaking with knowledge of the subject 
because of their connection with those large companies that have been 
mentioned. Certainly they are not interested in breaking down the 
system of government that we have in this country. 

I cannot understand why some individuals are so anxious to present 
arguments against something that would be helpful and would pro- 
mote the welfare of the people. I am not able to understand that view- 

oint. And when you say there has been shown no need of it, Dr. 
“aulkner, with all due respect, 1 must disagree with you as to what 
the actual facts are. What you see right there before you in the form 
of these packages of letters—hundreds of letters—is only small evi- 
dence of the interest that is taken in this particular matter that has 
come to the attention of this committee. I can bring in double that 
amount. There is hardly a day goes by that I do not receive 100 letters 
from people all over this land of ours expressing their interest in this 
subject. This committee has been impressed with the great cost that 
is incident to medical care and hospital care these days, and recognizes 
that it cannot be done solely by the average individual from his own 
resources ; that he must have insurance the same as the average indi- 
vidual must have fire insurance to protect him against a loss that he 
cannot carry himself. 

So when this is proposed as a plan, it is proposed because it is at- 
temptting to meet a field in which—and here is where I disagree with 
you—there is no prevailing and adequate insurance. This is reinsur- 
ance. This is not writing the sbigtid\ insurance. 

The principle reinsurance has been established in many ways. Is 
your organization, the chamber of commerce, opposed to the Federal 

eposit Insurance Corporation that insures deposits in banks up to 
$10,000 ? 

Mr. Favixner. I personally am not. As far as I know, the chamber 
is not opposed to it. 

May. I respectfully, Mr. Chairman, refer to the statement that Con- 
gressman Heselton just mentioned concerning the insurance personnel 
who served in an advisory capacity to the Secretary in conjunction 
with this legislation ? 

I have never seen, sir, a statement to the effect that those nine very 
able men were in favor of this legislation, or for the passage of this 
legislation. 

The Cuarmman. Maybe we can get that in the record some time. 
Would that change your opinion ? 
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Mr. Faucxner. It would be influential. 

The Cuarrman. Then your opinion could be changed ? 

Mr. Fautxner. Yes, indeed. It has been, sir. 

The Cuarrman. If you have indicated one line in which we could 
possibly change your opinion, I wonder if you could suggest any others 
that would be helpful in changing your opinion. 

Mr. Fautkner. If I may, I would suggest, with reference to the 
gentlemen who were helpful in the construction of this legislation, I 
can say with a degree of assurance that they are not all anxious, by any 
means, to have it passed. 

The Cuarrman. You say that you can say that / 

Mr. Fauixner. Yes, I do. 

The Cuarrman. Are you speaking now of the individuals to whom 
Mr. Heselton referred ? 

Mr. Fauuxner. I have talked to some of them privately and con- 
fidentially ; yes. 

The CrarrmMan. We of this committee never know just where people 
stand. 

Mr. Hesexton. In view of that statement, I am very glad to antici- 
pate a constructive and excellent statement that is to be submitted 
today, as I understand it, by Mr. McNary, who is referred to in the 
list of names that I gave of those who worked with the Department 
in developing this program, and particularly this bill. He says: 

We do in general endorse the legislation and stand ready to assist in its 
development in any way possible. We are satisfied that the Federal Govern- 
ment, through this legislation, endorses the principle of working with voluntary 
agencies to meet health needs. 

That is very refreshing. 

Mr. Hare. Whom does he mean by “we”? 

Mr. Heseiton. The Council of Government Relations to the 
American Hospital Association, and the Blue Cross Commission. 

The CHatrMan. He will appear as a witness if there is any doubt 
about it. 

There are many questions that I would like to ask, but time pre- 
cludes. It would take another hour at least for me to ask the ques- 
tions that I have because I would be glad to avail myself of the 
experience and knowledge of the witness. I am inclined to submit 
the questions to you, Dr. Faulkner, in a written form and ask you if 
you will make reply to them for the record. Then I will not have 
to take up the time of the committee and your time and the time of 
the other witnesses. 

Mr. Faurxner. I will be very glad to. 

(The written answers and questions are as follows :) 


WoopMEN AccIpENT Co., 
Tincoln, Nebr., April 9, 1954. 
Hon. CHARLES A, WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Str: In your letter of March 31, you requested that I submit to you my 
answer to certain questions that you raised with the Department of Health, 
Education, and Welfare, and with other witnesses who testified during the 
hearings on H. R. 8356. As you know from the statement that I delivered on 
March 26, as representative of the Chamber of Commerce of the United States, 
we are opposed to the enactment of H. R. 8356. The reasons for this position 
were enumerated at the time but you and the members of the committee very 
courteously granted me an opportunity to be heard. However, against the 
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possibility of favorable consideration by Congress of legislation along the lines 
of H. R. 8356, the questions and answers that follow are directed at clarification 
of certain technical points. 

1. Should policies which are cancelable at discretion of carrier be 
reinsurable? 

We assume that this question refers to policies which are not guaranteed 
renewable to a specific age, as well as those that may be canceled during the 
policy term. If the purpose of the act is to encourage experimentation and 
liberalization it would seem essential that cancelable policies be reinsurable. 
Guaranteed renewable policies require the insurer to accept long-term obligations 
which would inhibit experimentation. The history of accident and health 
insurance establishes that experimentation usually is carried on with cancel- 
able policies and that noncancelable guaranteed renewable forms incorporating 
the benefits developed by experimentation with cancelable insurance eventually 
follow. 

2. What exclusions or limitations with regard to preexisting conditions on 
the part of the insured should be tolerated in policies which are reinsurable? 

Liability for illness due to preexisting conditions is assumed under group poli- 
cies. With individual policies it is necessary that at time of issue all new 
insureds be in a comparable state of health if equity is to exist among the whole 
class of individually insured risks. If the person who is chronically ill or 
seriously impaired is granted insurance covering the preexisting condition at 
standard rates, the group of individually insured risks will be selected against by 
such person. If preexisting conditions are ignored, such antiselection will lead 
to inevitable loss. It is believed that the only proper approach to individual 
underwriting of impaired risks (i. e., those with preexisting conditions), ig on 
a substandard basis with proper rated premium or restrictive endorsement. 
Underwriting success requires that due regard be given to preexisting conditions. 

3. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

Most accident and sickness policies currently being issued contain a “time 
limit on certain defenses” provision required by the uniform accident and sickness 
policy provisions law. This provision specifies that after a policy has been in 
force a stated number of years, usually 3, the insurer may not deny claim on the 
basis of preexistence of cause or disease. This is a sound provision. 

4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

Minimum benefit specifications would presuppose uniformity of individual need. 
The experience of the insurers proves that individual needs vary vastly. Accord- 
ingly, minimum benefit specifications might in many cases result in issuance of 
insurance in excess of the actual need of the policyholder. We believe such 
specifications are unnecessary. 

5. Should policies be reinsured which do not contain a provision for waiver of 
premium in the event of prolonged illness? 

Clauses providing for waiver of premium by the insurer after the insured 
has been totally and continuously disabled for 3 or 6 months are sound and are 
found in many accident and health policies. This type of benefit is especially 
common in guaranteed renewable insurance and in the many commercial policies 
which provide benefits for extended periods of time. The benefit can be under- 
written soundly and is therefore soundly reinsurable, but is of little practical 
value in policies which provide benefits of shorter duration. 

6. Should policies be reinsured which do not limit additional charges made by 
hospitals or doctors over and above benefits payable under policies to a specified 
percentage in excess of benefits payable under policies? 

The purport of this question is not entirely clear. It is assumed, however, 
that it is directed at a situation in which the doctor or hospital agrees not to 
charge the insured more than a specified sum in excess of the benefits provided 
by the insurance. Some prepayment service plans and some private company 
insured plans worked out in conjunction with State medical societies have incor- 
porated such provisions. The provision has related, however, only to persons in 
the lower income brackets. Such agreements are difficult of incorporation in an 
insurance policy. Were the policy to be issued on a nationwide basis, since so 
many medical societies and hospital associations would be involved, the admin- 
istrative difficulties would be very great. 
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7. Should distinction be made between medical services rendered in a hospital 
and medical services rendered outside hospitals insofar as percentage of cost 
which insurer must bear himself is concerned? 

It is believed that any differential in the coinsurance clause would be unwise. 
Were the amount of the risk borne by the insured less for services rendered in 
the hospital than for services rendered outside the hospital, there would be a 
tendency to overutilization of hospital facilities. 

8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bill and should 
maximum and minimum of coinsurance percentage be provided for in the bill? 

We believe that a generalization on this score is dangerous. The purpose of 
coinsurance is to encourage the insured to guard against the costs of extravagant 
and unnecessary treatment. Insurers have found that blanket accident expense 
reimbursement insurance can be written successfully without coinsurance. With 
accidents the injury usually is fairly obvious, the treatment clearly indicated, 
and liability to recurrence small. In many sicknesses, however, these conditions 
do not exist and coinsurance is the most practical way of exerting a gently 
restraining influence on both the insured and the supplier of the health care 
service against unnecessary or extravagant health-care costs. 

§. Should policies have a deductible feature so that benefits are payable only 
after “deductible” has been paid by insurer himself? 

The deductible is a sound and effective way of reducing cost of insurance by 
eliminating from coverage those health-care costs which are recurrent, routine, 
and seemingly inevitable. These are the costs that are much better cared for as 
a part of the family budget. The deductible permits the insurer to quote a 
premium that is less than that which would be provided for full coverage because 
the insurer is relieved of liability for a multitude of small claims with their 
relatively high administrative expense. It is an interesting commentary on many 
insurance buyers that even though they recognize the sound economics of the 
deductible they still prefer to pay the higher premium for full coverage. It is 
questionable whether governmental authority should superimpose its judgment 
denying the insured the right to choose the coverage that he prefers. 

10. Should requirement be contained in bill that individual applications for 
insurance must be granted; and if so, what limitations should be placed on this 
requirement? 

A requirement that every individual applicant must be accepted for insurance, 
irrespective of his insurability would seriously inhibit the successful operation 
of any insurance or reinsurance scheme and if enforced would inevitably lead to 
substantial losses. The industry has been making substantial progress in the 
development of substandard reinsurance, constantly narrowing the number of 
people who are ineligible for insurance because of impaired health. As the 
history of life insurance substandard underwriting demonstrates, the under- 
writer’s technique can best be developed under conditions that permit free experi- 
mentation and competition among insurers. Compulsion in the form of a require- 
ment that every risk must be insured would have a tendency to discourage 
experimentation and would be a self-defeating specification. 

As the answers to the foregoing questions bring out, it would be exceptionally 
difficult to establish specifications of coverage in any statute enacted establishing 
a Federal health reinsurance scheme. The alternative is to vest vast discretion 
in the administrator of the plan with al! of the objections that accrue to such a 
delegation of authority. The expressed purposes of H. R. 8356 are commendable 
and in the public interest. It is unfortunate that the reinsurance scheme pro- 
posed to implement the objectives of the bill would fail this purpose, lead to 
disappointment, and result in a situation deleterious to the further growth and 
usefulness of voluntary insurance. 

It is hoped that you will find our comments of interest and of value to you 
and the members of the committee. Again permit me to thank you for your 
courtesy in considering the point of view that has been expressed. 

Respectfully yours, 
B. J. Favitxner, President. 


The CaarrMan. I will come to a conclusion by calling to your at- 
tention these words in the closing paragraph of your statement: You 
state: 


Although in complete accord with the basic purpose of extending private 
health-insurance protection to as many people as possible, and in the broadest 
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form consistent with sound underwriting, the national chamber fails to find 
in this legislation a contribution to this effort. 

Having that thought in mind—where you say that the chamber 
is in complete accord with the basic purpose of extending private 
health insurance to as many people as possible, and in the broadest 
form consistent with sound underwriting—would the Chamber of 
Commerce favor this committee with a form of bill that it could 
recommend ? 

Mr. Fautxner. The position, sir, of the chamber is that a bill is 
not needed because private industry is doing the job now; not per- 
fectly, but making progressive advances, as the record shows, and 
which, in our opinion, will accomplish the insurance of the very 
substantial majority of the American people in a relatively short 
time. 

The Cnarrman. So you are opposed to any principle that would 
extend the coverage wherein the Government would participate even 
to the extent of caring for losses that might happen if there was a 
mistake made in the actuarial experience; is that right? 

Mr. Facixner. Well, sir, part of the risk-bearing function of in- 
surance companies is to run the risk of making those mistakes. We 
have made them in the past, unfortunately, and will undoubtedly 
make them in the future. 

The Cuatrman. But you do not do it if you can help it, do you? 

Mr. Fav.xner. No, sir. 

The CHarrman. And the easiest way to prevent the loss is to not 
write the insurance; is it not? 

Mr. Facixner. That is certainly one way but it would be a great 
mistake, in my judgment, not to continue to experiment and develop 
better coverage. 

The Cuarrman. Will you explain to me why the insurance com- 
panies have not written this extended coverage ? 

Mr. Favixner. Insurers have not written it in the past because they 
did not feel they had the knowledge on which to base rates. They 
now feel that they have the knowledge, and they are so proceeding 
aggressively to push that form of insurance. 

The CHarrman. Then the chamber is opposed, and has no con- 
structive suggestions other than to stay out of it entirely; is that 
right / 

Mr. Fautxner. We have no suggestions for intervention of the 
Federal Government into the field; that is right. 

The Cuatrman. I suppose for the same reason you speak of as a 
general policy, you opposed the RFC? 

Mr. Faurtxner. I am not familiar with that history, sir. 

The Cuarmman. There have been many things of a character that 
would be helpful to business and would be helpful to individuals over 
a period of years, and I thought maybe the basic policies to which 
you were referring applied to each of them the same as you applied 
them to this insurance matter. I am inclined to think that the aan 
ber of commerce has been very willing to have legislation in other 
instances in which the Federal Government has participated, and it 
is only in an instance like this where it is not to the advantage probably 
of the rank and file of the American Chamber of Commerce that they 
are not willing to go along, even though they must recognize it can- 
not be otherwise but helpful. I do not see how they could have any 
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other conclusion but that it would be helpful to individuals, at least. 
I am terribly disappointed that a great organization such as the 
chamber of commerce would come in merely opposing and not 
suggesting. 

ou say in your statement, or you said in answer to a question that 
for commercial companies there is no need for Federal reinsurance. 
Do you feel there is likewise no real need for nonprofit plans like the 
Blue Cross ? 

Mr. Fau.xner. I do not profess, sir, to have an intimate enough 
knowledge of the operation of Blue Cross to speak for them. 

The Cuareman. If there should be a need for nonprofit plans would 
the chamber oppose this sort of insurance, if limited to nonprofit plans ? 

Mr. Fautxner. Yes, sir, I believe so; on the basis that private rein- 
surance facilities could be made available to nonprofit plans. 

The Cuaran. Specifically, which provisions in this bill call for 
Federal control over the medical profession and the rendering of 
medical services, which would be in line with your definition of 
socialized medicine in answer to the question that Mr. Harris asked ¢ 

Mr. Favutxner. The control would necessarily be indirect. The 
Secretary, according to the powers granted in section 303 (a).(6) on 
page 15 of the bill can issue regulations with respect to— 

Plan provisions, in the case of plans within the scope of the proviso to section 
101 (e) (2), as to costs or charges of providers of personal health services 
payable by the carrier, to the extent that, in the judgment of the Secretary, such 
regulations are necessary to protect the fund against abuses or arbitrary cost 
increases during a reinsurance term. 

The CHarrman. That is your answer, that that means control of 
medicine ¢ 

Mr. Fautxkner. Not immediately and not entirely, sir. I think it 
represents a first step in that direction. 

The Cuatrman. Now, are you speaking for the medical profession, 
or are you speaking for insurance, or are you speaking for the chamber 
of commerce? 

_ Mr. Fauixner. I am speaking only for the chamber of commerce, 
sir. 

The Cuatrman. There are questions I would like to ask, but I have 
already taken a great deal of time and there is the necessity to hear 
other witnesses. I think I will have to desist. 

Mr. Harris. Mr. Chairman, I would like to ask a few questions. 

The Caarrman. Mr Harris. 

Mr. Harris. I would be glad to proceed now or to come back later. 
It will take me just a few minutes. 

The Cuarrman. Then we will take the time now. 

Mr. Harris. I want to compliment you first, Dr. Faulkner, on the 
manner in which you have stated the position of the group you are 
representing here today. I must confess that it is rather amusing to 
me to have the opportunity of sitting here and listening to my ver 
good friends, Republican members of the committee, conduct suc 
a rigid cross-examination of your position on behalf of the United 
States Chamber of Commerce. 

The chairman complimented you highly on the outstanding record 
you have made. I must say that you have withstood this examination 
me morning and maintained the position of your organization very 
well. 
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In the first place, is there any difference, that you know of, in the 
ene by which you have been delegated the authority to come 
vere on behalf of the United States Chamber of Commerce, compared 
to representatives of any other group or organization ¢ 

Mr. Fauixner. I know of nosuch difference. 

Mr. Harris. You appear here today only in the same manner, which 
is the usual custom of a representative appearing in behalf of the 
group he undertakes to speak for 

Mr. Fauixner. That I believe to be the case. 

Mr. Harris. As the chairman has indicated, I would like to ask you 
some questions with reference to your interpretation of some very 
a statements that have been made. 

‘or instance, Mrs. Hobby says, in speaking for the administration, 
that this is not a program that will contribute to the socialization of 
medicine. She stated that it is not a program that could be considered 
in any way asa subsidy program. You have maintained the contrary 
opinion, as you have expressed it here today. 

I think I could ask you this question, which I would like to have you 
comment upon: The President in his state of the Union message did 
say, paraphrasing, that he was for a program of reinsurance. Is that 
what you understood ? 

Mr. Fauuxner. I believe that was the health message, was it not, 
sir? 

Mr. Harris. Yes, the health message; that is right. 

Mr. FautKner. Yes. 

Mr. Harris. What do you think the President meant when he said 
that he was for a program of reinsurance? 

Mr. Favixner. I am sure I do not know, sir. 

Mr. Harrts. I must then ask you what you meant when you say, 
speaking for the chamber of commerce, that it is in agreement with the 
principal objectives set forth by President Eisenhower in his message 
to Congress on January 18. 

Mr. Favixner. The objectives that seemed most prominent to us 
were the expansion of voluntary insurance and a position contrary to 
the socialization of medicine. Those, we thought, were the objectives. 
We did not consider, sir, that the creation of a reinsurance program 
was any particular objective. 

Mr. Harris. In other words, his statement that first of all he was 
opposed to the socialization of medicine is what you had in mind? 

Mr. Favutxner. That is right. 

Mr. Harris. Or at least that is what struck you? 

Mr. Favixner. That is right, sir; and the expansion of voluntary 
insurance. 

Mr. Harris. You are in the insurance business, and I think you are 
competent to answer a question like this: How many people in America 
are insured ? 

Mr. Hate. Do you mean health insurance? 

Mr. Harris. Yes. We are talking about health insurance. I sup- 
pose you refer in your statement to medical care in some form. 

Mr. Fauixner. Yes. 

The number who are indigent at any one time, of course, will vary, 
but with the high general prosperity at the present time the number of 
the truly indigent is relatively small. I would say certainly it is not 
a stretch of the imagination to say even including the indigent among 
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the uninsurables that 9 out of 10, or more than 9 out of 10, are accept- 
able for insurance. 

Mr. Harris. In other words, out of 160 million people of this country 
90 percent of them are insurable ¢ 

Mr. FautKxner. That, of course, must simply be an estimate. 

Mr. Harris. It isan estimate, of course. That is what we are trying 
to get. 

You testified, I believe, that 92 million people have some form of 
hospital insurance. 

Mr. FautKner. Yes, sir. 

Mr. Harris. Of course, a lesser number of people have other forms 
of insurance, as you have stated. 

Mr. Favixner. Yes, sir. 

Mr. Harris. As an estimate, how many of the indigent people of 
the country do we have, of whom you spoke / 

Mr. FautKner. How many people in the country are indigent ? 

Mr. Harris. Are considered to be in the indigent class, which you 
referred to here. 

Mr. Favuixner. Well, again, as an estimate I would judge some- 
thing less than 10 percent, certainly. Iam sorry that I am not pre- 
pared with income statistics and that sort of thing, that would provide 
the accurate answer to your question. 

Mr. Harris. What I was trying to get at was the group of people 
you refer to in your statement on page 6, to see just how extensive that 
group is. That is, No. 1, the group that is beyond the reach of insur- 
ance; No. 2, the people not now insurable; and, No. 3, those who have 
not the means to pay the cost of insurance protection. 

Mr. FautKner. It is my estimate at this time, sir, that overall they 
would not aggregate more than 1 out of 10. 

Mr. Harris. In other words, that group, in your opinion, would be 
approximately—as an estimate, I repeat—10 percent ? 

Mr. Fautxner. Yes, sir. 

Mr. Harris. That is still somewhat confusing to me, when you 
consider the indigent. Of course, you said that was something less 
than 10 percent. 

Mr. FaunKner. Yes. 

Mr. Harris. Yet 90 percent of the people in your estimate are insur- 
able. What I am trying to get at is this group here that is more or 
less in the category, who are not reached either by the insurance pro- 
gram, as you have indicated it, or do not come within the category of 
public assistance. I was trying to reconcile your statement to the 
fact that the voluntary insurance program ar ultimately reach that 
group. Yet you say here they cannot be reached. 

It occurred to me that eventually this program might be designed 
not only as it has been stated by the administration witnesses, for stim- 
ulating this program, but to reach this group that you say cannot be 
reached. 

Mr. Fau.Kner. Well, we have the indigent; the unemployed and 
their dependents, we will say. Then there are the medically indigent, 
those who can take care of their ordinary living expenses and who if 
the would buy insurance would not become medically indigent but who 
prefer to spend their expendable income on things other than insur- 
ance, so they do not have insurance when illness or injury strikes. 
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Then there is the progressively smaller group of the impaired. We 
are learning more and more about providing insurance for the im- 
paired. They constitute the segment which is presently beyond the 
reach of the insurance mechanism, and to attempt to apply the insur- 
ance mechanism to them would be a mistake, in our judgment. 

Mr. Harris. I have just two more questions. 

It has been brought to the attention of this committee during the 
course of the hearings, conducted over a period of time, that there is 
« very important question of the aint clause. I wonder if 
there has been any discussion with your group, your committee of 
the United States Chamber of Commerce, as to how that problem 
might be met? 

Mr. Fauitxner. Yes, sir. The problem has been discussed in a gen- 
eral way in the chamber insurance committee. It has been discussed 
extensively in insurance trade associations and among the company 
people. 

I think it is important to size the problem first of all. Probably 
not in excess of four-tenths of 1 percent of all insurance is ever the 
subject of what we call watiamalha underwriting action on renewal; 
either a refusal of the insurer to renew the coverage or the attachment 
of some restrictive endorsement. 

With my own company it so happens that the figure is just half of 
that ; two-tenths of 1 percent of all ord exposed. 

Then we must realize that the cancellation provision is not a prob- 
lem in the group area. The individual cannot be taken out of the 
group at the volition of the insurer. You have to recognize that more 
and more people are being covered under group coverage. Group is 
growing at a faster rate than individual coverage. Group today con- 
tributes the majority of the premium volume in disability insurance. 

Then there is the increasingly rapid growth of the guaranteed re- 
newable individual coverage. 

So all of those areas or approaches are bearing fruit. We expect to 
see the cancellation problem, if you want to call it that, become less 
important as time goes on. 

Mr. Harris. Well, I was under the impression that a good many 
witnesses—at least some witnesses—operating medical and hospital 
facilities brought to the attention of this committee this question—a 
serious one. In fact, though I might be wrong, I had the impression 
that it was much more extensive than you have explained to us today. 

This final question: You consider that this program as designed 
would be practically ineffectual, do you not? 

Mr. Fauuxner. Yes, sir. I believe it would result in disappoint- 
ment. 

Mr. Harris. You think as the basis of your opposition that it would 
lead to greater and greater control and regulation of the insurance 
business by the Federal Government ? 

Mr. Fautxner. I believe that, since as originally set up the likeli- 
hood is that the results accruing from this legislation would be dis- 
appointing, and that there weak be increasing pressures exerted on 
Congress to abandon some of the present major conditions and to get 
into an extensive subsidization. 

Mr. Harris. And that it would be necessary to increase the capital 
risk at the expense of the taxpayers of the country or the Treasury 
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of the United States; and consequently it becomes a full-scale subsi- 
dized program ¢ 

Mr. FautKner. Yes, sir. 

Mr. Harris. It is more of the fear of what it will lead to, that you 
base your opposition on, than as to what this particular proposal 
would do? 

Mr. Fautxner. Yes, sir. 

Mr. Harris. That is all, Mr. Chairman. 

The CuArrman. Any further questions, gentlemen ? 

The committee is adjourned until 2 o'clock. 

(Thereupon, at 1:17 p. m., Friday, March 26, 1954, a recess was taken 
until 2 p. m., of the same day.) 


AFTER RECESS 


The hearing was resumed at 2:30 p. m. 

The Cuarrman. The committee will come to order. 

Our witness this afternoon will be Mr. William S. MeNary, chair- 
man, council on Government relations, of the American Hospital 
Association. 


STATEMENT OF WILLIAM S. McNARY, CHAIRMAN, COUNCIL ON 
GOVERNMENT RELATIONS, AMERICAN HOSPITAL ASSOCIATION 


Mr. McNary. Thank you, Chairman Wolverton. 

Members of the committee, I am honored to have an opportunity 
to appear before you again on behalf of the American Hospital 
Association. 

My name is William S. McNary, I am chairman of the council on 
Government relations of the American Hospital Association. I aim 
also a former chairman of the Blue Cross Commission of the Ameri- 
can Hospital Association, and I appear before you as official spokes- 
man for both the Blue Cross Commission and the American Hospital 
Association Council on Government Relations. I am the executive 
vice president of the Michigan Hospital Service, one of the country’s 
largest Blue Cross plans, which has enrolled almost. one-half of the 
people of Michigan, a total of more than 3 million men, women, and 
children. I have been in that position since 1947. Prior to that time, 
T was for 10 years director of the Blue Cross plan for the State of 
Colorado, and prior to that time was for 10 years business manager 
of the University of Colorado school of medicine and hospitals. I 
give you this background as I believe that in addition to stating briefly 
for the committee the attitude of the American Hospital Association 
and its Blue Cross Commission on H. R. 8358, I may best be of assist- 
ance by answering questions which the committee may wish to raise. 

I personally had opportunity, with a group of individuals experi- 
enced in the field of health-insurance prepayment, to consult with the 
Department of Health, Education, and Welfare as to the technical 
details of this legislation. I am authorized, in appearing before you, 
to endorse the purposes of the Health Service Prepayment Plan Re- 
insurance Act. The Council on Government Relations, in discussing 
the legislation, asked that I officially express its desire to cooperate 
in the development and administration of this program to insure its 
success. 
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This legislation has been introduced so recently that there has been 
no opportunity for full study by any of the official bodies of the asso- 
ciation. Endorsement of the purposes is made with the concurrence 
of the policy committee of the board of trustees of the association, 
authorized to act for it on this issue, and by the executive committee 
of the Blue Cross Commission since there has not been an opportunity 
for the full Blue Cross Commission to meet since the bill was intro- 
duced. 

As an observation, I would like to say that it is probable that there 
will not be unanimity within Blue Cross, or with the American 
Hospital Association, in this endorsement. 

Both are democratic bodies and differences of opinion are not 
uncommon, 

Our association has previously testified before your committee. In 
general, you know that we believe that the best way for financing 
personal health services for the employed population and their de- 
pendents is voluntary prepayment insurance. Some 90 million Ameri- 
cans presently have some type of hospital prepayment coverage. Blue 
Cross alone in the United States has presently enrolled about 43 mil- 
lion persons. Coverage of the balance of the employed population 
and their dependents is urgently needed. 

This is particularly true for the low-income groups and for those 
with special needs for hospital care. Much experimentation has been 
carried on by Blue Cross plans endeavoring to cover groups difficult 
of enrollment, such as the self-employed, farmworkers, the aged, 
certain dependents in household, et cetera. We do not believe that 
the total goal to be attained under voluntary prepayment will come 


easily. We do believe that it can be accomplished and that this 
proposed legislation may help to bring it nearer. 

We have regularly testified before this and other committees of 
the Congress that additional funds will have to be provided to -— 


plement the resources of that segment of the population whose indi- 
vidual incomes are inadequate to finance the purchase of prepaid 
protection. The Health Service Prepayment Plan Reinsurance Act 
does not propose any subsidy and it cannot be expected to answer 
this question. We believe that further study must be given to the 
development of methods for providing coverage for those groups 
which cannot pay in full for the cost of their own protection. 

This Health Service Prepayment Plan Reinsurance Act has as one 
of its primary functions the reinsurance of prepayment offerings 
to groups with difficult enrollment and benefit problems, so that pre- 
payment carriers may be encouraged to experiment further in extend- 
ing coverage and benefits. We believe that as the act is structured, 
such experimentation will be encouraged, and that the act will help 
in the extension which we have stated is important if the people of 
this country are to have adequate protection. A second broad purpose 
of the act is to provide for the accumulation of information in regard 
to voluntary health prepayment countrywide. Provision is made for 
the collection of information, for the conduct of studies, and for the 
publication of this knowledge which presently is not supplied by any 
one agency and which would be «ifficult of attainment except through 
a Government program. 

We have three points on which we would like to suggest amend- 
ments or the tightening of the language of the act. 
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1. In section 1O7A, we would suggest that the regulations — 
gated by the Secretary be subject to approval of the council. This 
is the pattern used in the Hospital Survey and Construction Act which 
has been such a successful program. It is particularly important 
in this proposed legislation, H. R. 8356, because it is a new area 
for Federal operations and of necessity the terms of the act cannot 
be wholly explicit in delineating the powers of the Secretary and the 
area in which he is to operate. This being true, we feel that the 
necessary latitude allowed in administration which will be clarified 
through regulation, should be subject to the approval we suggest. 
First, in order that the Secretary be required to consult with people 
experienced in this field as is provided for within the membership 
of the council; and second, in order that the Secretary may utilize 
the council as protection against undue pressures for what might be 
unwise regulatory acts. We believe that this will not only insure 
wiser operation of the act, but will be a protection to the Secretary. 

2. Section 201 provides for the collection of information and its 
publication. Elsewhere in the act there is provision for this col- 
Faotsain of information from an individual prepayment carrier on 
which to judge whether a program suggested by that carrier is eligible 
for reinsurance. We believe that these two activities inevitably inter- 
weave, but there should be written into the act provision that con- 
fidential information secured from a carrier in order to judge whether 
a specific plan will be approved and so needed in the administration 
of the plan, shall be considered privileged information and will not 
be released without the approval of the individual carrier furnishing 
the information. 

3. Section 404 delineates the use of publicity about the reinsurance 
of a plan. We are entirely in sympathy with the objective of the 
section in protecting the public against deceptive or misleading use 
of the designation. We know that such statements to the public must 
be carefully controlled. However, we also believe that proper use 
of the knowledge by the public that a contract has been reinsured 
could be in the public interest. We think that the wording of this 
section should not imply, as it seems to us it does, that any publicity 
at allis unwise. In our opinion, proper publicity might well be wise. 

This testimony, of necessity, has been brief in view of the short time 
available for its preparation, and the limited opportunity that our 
association has had for study of every detail. We do, in general, 
endorse the legislation and stand ready to assist in its development in 
anyway possible. We are gratified that the Federal Government, 
through this legislation, endorses the principle of working with volun- 
tary agencies to meet health needs. 

Thank you. 

The Cuarman. Mr. McNary, we appreciate the spirit with which 
you have approached the venciiiiieaien of this legislation, as indicated 
in your statement. 

What is particularly gratifying is the fact that where you have 
suggestion of criticism you have coupled with it ‘suggestions that 
are of a constructive character, which undoubtedly will receive the 
attention of the committee. 

It seems to me that, though you say you have not had the time you 
would have liked to have for full study before expressing yourself, 
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it — seem to me that there is merit in the suggestions that you have 
made, 

With reference to your future willingness to be of help to this com- 
mittee in formulating this legislation, we also appreciate that, and in 
that, connection I would like you to feel that as the future discussion 
of this legislation takes place, in which there will undoubtedly be many 
differing viewpoints, you are free at any time that you nak to make 
known to the committee any further thought you may have with 
respect to the legislation. In other words, the fact that you have made 
a statement today—we don’t want you to feel that it is so conclusive 
that any further thoughts you have to express would be out of order. 
They will be very much in order. Furthermore, we will look to the 
willingness that you have already expressed to get in touch with us, 
if and when the occasion arises, to the end that we may have the full 
benefit of your experience in the drawing of the legislation. 

Any questions, gentlemen / 

Mr. Dotxiver. I note, Mr. McNary, on page 2, in the second full 
paragraph, you state that there has not been an opportunity for the 
full Blue Cross Commission to meet since the bill was introduced. I 
wish you would explain a little more in detail what you mean by “the 
full Blue Bross Commission.” 

Mr. McNary. The Blue Cross Commission, Mr. Dolliver, is an 
organization of 15 men, 3 of whom are appointed by the president 
of the American Hospital Association, and the other 12 of whom are 
elected, 1 by each of 12 districts—11 districts in the United States and 
1 district in Canada. 

There are, therefore, 15 men, 12 of whom are elected by the plans 
to represent them in determining the national programs and endeavors 
of the Blue Cross movement. That body ordinarily meets about four 
timesa year. It is scheduled for a meeting next week, and this matter 
will come before them at that meeting, but it wasn’t feasible, with the 
other meeting so soon, to try to get them in. The executive commit- 
tee of the commission, which consists of the three officers, has au- 
thority to act for the commission and exercises it in this instance. 

Mr. Dotiriver. Mr. Chairman, in view of what Mr. McNary has 
said, I assume that we will have the benefit of any deliberations that 
are taken at the time of your annual meeting of the Blue Cross Com- 
mission. 

Mr. McNary. You will. 

The CHarrmMan. Certainly the committee has the desire to have 
that, and we would appreciate it if whatever action is taken would be 
brought to the attention of the committee; and if it requires another 
appearance for the giving of testimony, that will also be oneet for. 

(The information referred to was later submitted and is as 
follows :) 

AMERICAN HOSPITAL ASSOCIATION, 
Washington 6, D. O., April 14, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington 25, D. C. 


DEAR CONGRESSMAN WOLVERTON: In our recent testimony before your commit- 
tee, on the subject of the Health Service Prepayment Plan Reinsurance Act, it 
was pointed out that the Blue Cross commission had not yet met and taken action 
on this proposal. Therefore, our testimony included only the endorsement of the 
executive committee of the Blue Cross commission. 
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This is to inform you that the Blue Cross commission, at its meeting on April 3, 
1954, unanimously adopted a resolution stating that the Reinsurance Act consti- 
tutes a “step in the right direction to facilitate exploratory measures.” Further, 
the National Conference of Blue Cross Plans, at their meeting on April 5, 1954, 
in New York City, unanimously supported action taken by their representatives 
in connection with this legislation, and the testimony submitted in behalf of the 
American Hospital Association and the Blue Cross commission. 

Also, in our testimony presented to your committee on this bill, we made three 
Suggested amendments. At that time you indicated that it would be helpful for 
us to suggest specific wording to carry out these amendments. Therefore, I am 
pleased to attach herewith suggested wording which we believe will carry out 
the recommendations which we have made. 

Sincerely yours, 
KENNETH WILLIAMSON, 
Director, Washington Service Bureau. 


AMENDMENTS PROPOSED BY AMERICAN HOSPITAL ASSOCIATION 


Page 10, strike out lines 5 through 7, and insert in lieu thereof the following: 

“Sec. 107. (a) The Secretary, with approval of the Council, shall make such 
regulations as he may deem necessary to carry out the purposes of this Act.” 

Page 10, line 25, strike out the period and insert in lieu thereof the following: 
“, but information furnished in connection with an application for reinsurance 
under title III may not be made public by the Secretary without the consent of 
the applicant.” 

Page 38, line 16, strike out “any representation” and insert in lieu thereof 
“representations”; and in lines 22 and 23, strike out “would tend to” and insert 
in lieu thereof “(1) may”; and page 39, line 3, strike out “thereby to” and insert 
in lieu thereof ““(2) may.” 

Mr. Dotiiver. As I understand it, you are appearing here today 
in behalf of the American Hospital “Association, as distinguished 
from the Blue Cross Commission. Is that correct ? 

Mr. McNary. I am appearing for both today. This is one occa- 
sion on which they have both selected the same spokesman. 

Mr. Dotutver. Actually, both organizations are interested in this 
legislation ? 

r. McNary. Yes. And the Blue Cross Commission is an integral 

art of the American Hospital Association. It just happens that 

Becatiss it deals with hospital prepayment plans operated under the 

aegis of hospitals, it is somewhat more of an independent body than 

the normal council of the American Hospital Association, such as 

the Council on Government Relations, and it operates on its own 
budget, supplied by the plans. 

Mr. Dotitver. The Blue Cross Commission would be a little closer 
to this program than the Hospital Association although they are both 
directly concerned. 

Mr. McNary. That is correct. 

Mr. Dotutver. In order that this record may contain it, I think 
most of the members of the committee understand it, but will you ex- 
plain, again, so that we will have it for the record, the type of protec- 
tion that is offered by the Blue Cross? 

Mr. McNary. The Blue Cross plans provide service benefits, as 
compared with or contrasted to the indemnity benefit provided by 
private or commercial insurance companies, whatever you want to 

call them, whether of the stock or mutual type. 

The service benefit approach is characterized by the fact that the 
Blue Cross plan has a contract with the hospital under which the 
hospital promises to provide to the individual subscriber in return 
for his payment to the Blue Cross plan certain specified services; 


usually without cash limitation on those services. 
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In my own plan, for example, the subscriber is entitled to a bed 
in a semiprivate, or, if he chooses, in a ward accommodation, and if 
that costs $8 a day it is a benefit, and if it costs $16 a day it is a 
benefit. He is entitled to that particular type of accommodation. 

The same thing is true with respect to his needs in terms of drugs 
or oxygen or the use of the operating room or various other ancillary 
services that the hospital provides. 

The typical insurance company contract provides for X dollars per 
day to pay for the room, or toward the cost of the room, and X dollars, 
usually a multiple of the daily cost, but sometimes that flat lump sum 
toward the cost of necessary extras. 

Mr. Doxuiver. In other words, the Blue Cross plan envisages a 
protection with certain services guaranteed, whereas many of what 
might be called the commercial hospital insurances provide for a dol- 
lar indemnity in case the policy goes into effect. 

Mr. McNary. That is right; yes. And some hospital plans have 
limits in dollars also on some of their services, although that is not 
typical. 

Mr. Do.xiver. Allusion has been made several times in these hear- 
ings to a catastrophic illness or an extensive or major medical expense. 
Does the Blue Cross write any policy which gets into that category 
of major expense with a deductible feature? 

Mr. McNary. Blue Cross has been doing some experimenting in 
that field. In the first place, I would like to say that a number of Blue 
Cross plans provide hospital care now, which goes into the so-called 
catastrophic field. I think in terms of the bill which we referred to 
until recently as the Wolverton bill, the thousand dollar proposition, 


Mr. Chairman. And we in enane pay a bill of a thousand dollars 


or more for 1 case every 30 minutes of every working day. We have 
paid bills for over $7,000 for one case, for one hospitalization. That 
is in the catastrophic area, certainly, in terms of cost. 

There are many other plans that do likewise. 

On the other hand, those payments are restricted to payment of 
hospital bills, in our regular Blue Cross plans, and don’t include those 
many expenses which can occur in the medical care field outside of the 
hospital, and don’t take care of the private nurses, for example, or 
heavy doctor bills. The doctor bills come under Blue Shield. 

Some Blue Cross plans have been doing some experimenting along 
the lines of the major medical reimbursement on a coinsurance basis, 
such as Mr. Faulkner mentioned this morning that the private insur- 
ance companies are doing. 

Others have further experimentation in mind. 

I think it can be said that that is one of the areas in which we in 
Blue Cross are interested in the possibilities of this bill. Because we 
don’t have any experience with it. We would be reluctant to use exist- 
ing concerns for reinsurance of that type, because it would tend to be 
with competitive organizations, and it might well be that in the devel- 
opment of some of the catastrophic areas of coverage under Blue Cross, 
Blue Cross might make use of this bill if it became a law. 

Mr. Dottiver. Since this Blue Cross plan is actually operated by 
the hospitals, is it not true that they, in effect, reinsure any additional 
loss which they may suffer ¢ 

Mr. McNary. No, I don’t think it can be said, Mr. Dolliver, that 
they reinsure. The hospitals are the basic underlying security of the 
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Blue Cross plans. Because in my own plan, for example, we have a 
contract with each one of 212 hospitals in Michigan, under which the 
hospital undertakes to provide the benefits stated in our certificates to 
the subseriber when the subscriber is admitted, and to look to us for 
payment. And in the event we didn’t have the money to pay, then 
the hospital would have to, to use the slang expression, hold the bag 
until we got the money to pay. 

So that the hospitals underwrite the Blue Cross program. 

Mr. Douuiver. I now understand that the term I used, “reinsur- 
ance,” was not a proper term. It is really a complete underwriting 
of the plan by the hospitals. 

Mr. MeNary. That is right. Obviously, with the volume that Blue 
Cross does, the plans, however, have to be financially solvent, because 
if they weren’t the hospitals in their areas would have to close their 
doors. They couldn’t afford to carry the plans very long if the plans 
weren't solvent. 

Mr. Do.itver. Is there any joint financial responsibility as between 
the various Blue Cross plans and the various areas of the various 
States ¢ 

Mr. McNary. There is none. 

Mr. Dotiiver. Each is a unit of itself? 

Mr. McNary. That is right. There are 79 in the United States at 
the present time. 

Mr. Do.uiver. They do not cover an entire State area ? 


Mr. McNary. No, there are 8 in Ohio, I believe, and 7 in New York 
State, if 1am not mistaken. Some States have just one. 
Mr. Do.itver. Those are generally arranged around a group of hos- 


pitals in a certain city or certain area, are they ? 

Mr. McNary. In order to be an approved Blue Cross plan, a plan 
must have contracts with the majority of the hospitals of standing in 
the area which it serves. Otherwise it couldn’t offer its benefits to the 
public. 

Mr. Dotuiver. You say “approved Blue Cross plan.” Whose ap- 
proval? 

Mr. McNary. The American Hospital Association issues annual 
approval to Blue Cross Plans to use the Blue Cross symbols and the 
seal of the association superimposed on it, in accordance with a set of 
standards which have been developed over the years. They were 
initiated way back in 1933 and have been improved and altered from 
time to time during the years with the approval and consent of the 
plans. 

Mr. Dotitver. Of course, you have legal possession by way of copy- 
rights and trade marks on those symbols? 

Mr. McNary. We have the Blue Cross symbol licensed under that 
comparatively new legislation of just a few years ago. 

Mr. Dotiiver. You mean some phase of the patent law ? 

Mr. McNary. Yes. But it is referred to as a particular law, and I 
can’t think of the name of it. 

Anyhow, that is licensed, and the Blue Cross plans, under a trustee- 
ship, have ceded the whole business to the American Hospital Associa- 
tion to exercise the prerogative of conferring the right to use it every 
year on the plans. ; 

Mr. Dottiver. Thank you, Mr. Chairman. 


46789—54- —11 





158 HEALTH REINSURANCE. LEGISLATION 


That is all. 

The Cuarrman. Any questions? Mr. Harris? 

Mr. Harrts. First pursuing the question Mr. Dolliver asked, the 
Blue Cross is the instrument of, or at least an entity of, the American 
Hospital Association ? 

Mr. McNary. That is correct. 

Mr. Harris. Is the Blue Shield? 

Mr. MoNary. No. 

Mr. Harris. What is the origin of the Blue Shield ¢ 

Mr. McNary. The Blue Shield is an organization which grew up 
subsequent to the initial rapid growth of the Blue Cross as a compan- 
ion organization or a counterpart organization for the payment of 
doctor bills, originally just for maternity, obstetrical, fractures, and 
later on it has expanded to cover a great many medical services. It is 
controlled in every instance by the medical profession of the area, but 
it is not a subsidiary group of the American Medical Association in the 
same sense that the Blue Cross commission is a subsidiary organiza- 
tion of the American Hospital Association. 

Mr. Harris. Is it correct to say, then, that it is not national in char- 
acter except in its operation ? 

Mr. McNary. No. Understand, Mr. Harris, I am just a man in the 
field who knows about Blue Shield, I am not an official spokesman for 
Blue Shield. 

Mr. Harris. I appreciate that. 

Mr. McNary. But they do have a national organization, and as a 
matter of fact they headquarter right in the same place that the Blue 
Cross commission headquarters. And we have many joint activities at 
the national level just as we have at the local level. 

Mr. Harris. It originates through the medical profession ? 

Mr. McNary. That is right. 

Mr. Harris. Now, approximately 90 million people in this country 
have hospitalization insurance? 

Mr. McNary. Iam told the figure is a little more than that now. 

Mr. Harris. Well, it has been testified here 93 million people. That 
means there are something like 70 million people that do not have 
hospitalization insurance. 

Mr. McNary. I think that isa fair statement. 

Mr. Harrts. I asked Dr. Faulkner this morning how many people in 
this country are insurable. Would you care to give an estimate, from 
what you know about it ? 

Mr. McNary. Anything that I say on that subject is strictly a guess. 
I think it might be noted that there are areas in the country now, 
namely Rhode Island, the Philadelphia area, the Cleveland area, where 
more than 70 percent of the people are presently enrolled in Blue 
Cross. There are other people in those same areas in substantial num- 
bers who are enrolled in various commercial insurance company plans, 
and therefore I think very likely Mr. Faulkner’s estimate is pretty 
close, this morning. 

Mr. Harris. Would you say those considered to be indigents or on 
public assistance in some way would be uninsurable ? 

Mr. McNary. No, IT wouldn’t say that categorically, Mr. Harris. 
I think that it is entirely possible that certain groups of those people 
could be covered under a prepayment plan. But I don’t think those 
people can afford it themselves. 
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Mr. Harris. In your experience with the Blue Cross, do you have 
a good many people who are receiving public assistance, w tho carry 
this type of insurance 

Mr. MoNary. Yes; and we also have public assistance groups that 
regularly make payments for people who had Blue Cross and took it 
with them when they left their group, and the public welfare group 
continues to make their payments for them because they know they 
are likely to need it. 

Mr. Harris. May I ask what is the average premium payment for 
average hospital protection, with the Blue Cross? 

Mr. McNary. I am sorry to tell you that I cannot give you the 
average. It varies a great deal from place to place, depending on 
the level of the benefit and on the level of the cost. 

In Michigan, for example, the cost of full family protection for 
Blue Cross 1s $5.85 per month. That is much higher than the national 
average, because Michigan costs tend to be high, and because the 
Mic higan Blue Cross benefit level tends to be high. 

Mr. Harris. Now, you say full family protection. How many in 
a family ?¢ 

Mr. McNary. 2 or 22. I think 18 is the most we have on one 
family at the moment. 

Mr. Harris. In other words, under your programs in Michigan a 
family of 18 will get the same protection as a family of 2, at the same 
cost ? 

Mr. McNary. That is correct. 

Mr. Harris. That is interesting to me. I am glad to know we 
have some encouragement for the bigger families in this country. 

I was interested in your statement that from your experience there 
is a group that is difficult of enrollment, such as the farmworkers, 
the self-employed, the aged, certain dependents in household, and 
so forth. Isthat extensive in numbers ? 

Mr. McNary. Yes; it issubstantial in numbers. 

For example, in Michigan we have, I think, about 150,000 or more 
farmers enrolled, or people who classify as farmers as nearly as we 
can tell. And there are a great many of them that we don’t have 
enrolled. 

Mr. Harris. What would you say, in order that I might get some 
estimate of the percentages, would be the total number of farmers in 
the category you have in mind, in your State ? 

Mr. McNary. I should know the answer to that, Mr. Harris, but 
I don’t. 

I would think the rural population would be something less than 
a third of the total, if I had to make a guess on it. But I am just 
guessing. 

Mr. Harris. The point I am trying to get to is this: Is it not a 
fact that much less percentage of the rural people have protection 
than the urban ? 

Mr. McNary. I think that is a correct statement. 

Mr. Harris. And the problem, incidentally, that you have refer- 
ence to here is the experimentation on programs, how those people 
can be reached ? 

Mr. MoNary. Yes. 

Mr. Harrts. Do you feel that you have made substantial progress 
toward reaching these groups? 
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Mr. McNary. We know we have. 

Mr. Harris. You did say that you know that reaching the total goals 
will not come easy. I can appreciate that statement, too. 

Now, what I am leading to is this final question. From your 
explanation of the problem here, and out of your experience with 
the Blue Cross, do you feel that this approach through reinsurance 
assists you to attain the goals in reaching those people that you have 
not been able to reach ? 

Mr. McNary. I think it is a definite step in the right direction and 
will be helpful. 

Mr. Harrts. Now, will it be helpful in that it will likely permit 
you to decrease your rates? 

Mr. McNary. No. There is no subsidy in this. This doesn’t pro- 
pose to pay the cost of taking care of people in the hospital. 

Mr. Harris. As I understood, it is to more or less distribute the risk, 
where you have abnormal risk. Am I wrong about that ? 

Mr. McNary. That isn’t quite my understanding, Mr. Harris. 

Mr. Harris. Then in what way will you be benefited by it? 

Mr. McNary. The main purpose of the reinsurance section, as I 
understand it, is to encourage some boldness in experimentation in 
terms of more benefits to present subscribers, or in terms of extending 
benefits to subscribers that we are not now reaching, with plans that 
haven’t been proved actuarilly before they are offered to the public. 

But on an overall basis, the proposed bill does not offer to pay 
any part of the cost. The Government expects to keep the $25 million 
intact, if I may put it that way. 

Mr. Harris. I fully realize that that is the stated expectation of 
this proposal, but I have some serious question in my mind whether 
we will ever be able to do that if this program is to ever really become 
effective. 

What I was trying to do in my own thinking was to find out just 
how it would work, from those of you who have had experience in 
this field. 

It has to be broadened in some way if it is to help people. And 
I thought perhaps there could be 1 of 2 results. One would be to 
reinsure you, or at least assume a part of the risk with these abnormal 
situations, and in that way maybe decrease the rate, or to assume the 
risk of these abnormal situations whereby you could broaden the 
benetits to which the individual would be entitled. 

It seems to me it has got to reach it one way or the other. 

Mr. McNary. I don’t think we are at odds essentially, Mr. Harris. 
I think that the intention of the bill is to make it possible for a plan 
to take a little more of a chance in experimenting than it would be 
able to do completely on its own. And there will undoubtedly be 
instances where the reinsurance fund is called on because of the 
factor that that risk was taken. That is the whole purpose of the 
reinsurance fund. 

Mr. Harris. Now, as an example, your plan does not include mental 
patients, does it ? 

Mr. McNary. Pardon? 

Mr. Harris. Does the Blue Cross include insurance for mental 
patients? 

Mr. McNary. Yes; but for a more limited period; for 30 days in- 
stead of 120 days, as in the case of other types of illness or accident. 
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Mr. Harris. Would this permit you to extend the benefits to the full 
120 days, then ? 

Mr. McNary. It wouldn’t permit us to do anything. It might 
encourage us to offer coverage for an extended period. 

Mr. Harris. Well, could I ask it this way: Could you afford to 
extend the benefit to 120 days, then ? 

Mr. McNary. No. I think not. Because we know now what it 
would cost us approximately, to extend it for 120 days. And the 
point is that people, by and large, are taken care of in State-operated 
institutions at the expense of the State or other government now, 
and there is no incentive for all of them to pay the cost for them- 
selves, the increased cost that would be necessary to purchase that 
protection. 

Mr. Harris. Could you give me an example, then, of how this would 
increase the benefits ? 

Mr. McNary. I gave one such example, or attempted to, when I 
was speaking with Mr. Dolliver a while ago, the fact that in this 
area of extended coverage, which we have talked about so much, the 
catastrophic case, if you will, major medical expense, Blue Cross has 
comparatively little experience, and we think that there is a good bit 
of reason to experiment further in bringing our service benefits to 
people for long periods of time and for areas perhaps outside of the 
inpatient hospital care to which our benefits have largely been limited. 

Therefore, 1 personally can foresee that we might be interested, 
either at the local level or in cooperation with other plans nationally, 
in making use of this device to offer a plan of extended medical bene- 
fits to our subscribers, present subscribers and others, which this 
would make possible, because we wouldn’t be taking a chance with 
all of our capital that we would otherwise have to take. 

Mr. Harris. Thank you very much. 

That is all, Mr. Chairman. 

The Cuatrman. Mr. Rogers? 

Mr. Rogers. Mr. Chairman, I would like the privilege of present- 
ing to this fine committee Governor Gore, of Fort Lauderdale, Fla. 

The Governor is the owner of the Fort Lauderdale Daily News, one 
of the leading newspapers in Florida, and he owns the radio and TV 
stations down there. If you ever come down there, I want you to 
go to his Sea Ranch. I just wanted the Governor to come and meet 
this fine committee. 

The Cuarrman. Governor, we are very glad to have you visit with 
us today. Our subject is health, and I assume it is very appropriate 
to bring up someone from Florida on an occasion of this kind, par- 
ticularly from Fort Lauderdale, and particularly, again, because it 
is part of the congressional district so ably represented by our col- 
league of this committee, Mr. Rogers. And if you people appreciate 
him in Fort Lauderdale, where he resides, as much as we do on this 
committee, then we know he stands very high among his own people. 

Mr. Gore (R. H. Gore, Fort Lauderdale, Fla.). May I say that we 
enable him to run without opposition. 

The Cuamman. I have already made mention of that fact in the 
Congressional Record. 

I feel that I was justified in doing so, because I have always felt 
that if he lived in New Jersey, he would be a Republican. So, inas- 
much as the congressional district of Florida that sends him here 
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recognizes his good qualities, I am not far remiss in saying that we 
would recognize him as a good Republican. 

Mr. Heselton ? 

Mr. Heseiron. I would like to say at the outset that I not only 
appreciate the quality of Mr. Rogers, but I have had the privilege 
of exposure to the fine editorial policy of your paper and the fine 
poner that you send out over the air. I don't believe they can 

e excelled anywhere. : 

I want first to join with the chairman, Mr. McNary, in expressing 
to you my gratitude for the very great service you have rendered, not 
only to this committee, in connection with its consideration of this 
proposal, but to the country as a whole, in terms of the constructive 
and excellent statement of the position of the Blue Cross Commission 
and the American Hospital Association. I hope we are going to have 
others who will join with you in just such an analysis and approach 
toward this proposal. 

I want to express at the same time the wish that those who had the 
responsibility of determining the position of the United States Cham- 
ber of Commerce—and I want to add that I have a very high regard 
for that group; I know many of them personally—I wish they had 
the opportunity to have the benefit of the opinions you have ex- 
ee because they clearly come from a person closely connected 
with this whole problem, with vast experience and great interest in 
bringing about a solution. 

Mr. Gore. I am also a member of the board of commerce, Mr. 
Heselton. 

Mr. Heseuton. I don’t know whether I am or not, so I didn’t dare 
to say, but I have been a member for a long time of my own chamber 
of commerce. 

First, you have given us the membership enrollment of the Blue 
Cross plans in Michigan, of more than 3 million. Have you a figure 
on 7] total membership in the Blue Cross in the United States at this 
time { 

Mr. McNary. As of December 31, it was just a few thousand short 
of 43 million in the United States and something over 46 million total, 
including the Canadian plans. 

Mr. Hesexron. I was more interested in the United States figure at 
this time, although I am glad it is extending to our friendly neighbor 
to the north. Then that is about 43 million as of last December. 

How many hospitals are a part of the American Hospital 
Association ¢ 

Mr. McNary. I think the figure is about 5,500. 

Mr. Hesevron. I don’t suppose you could give us any information 
as to the exact number of doctors who are on the staffs of those 
hospitals ? 

Mr. McNary. No. Iamsorry. I can’t tell you. 

Mr. Hesruron. Taking an average staff, could you give us a fair 
guess as to how many doctors are on the staffs of those hospitals? 

Mr. McNary. I think there are probably in the neighborhood of a 
hundred thousand. 

Mr. Heserton. What is the Council on Government Relations? 

Mr. McNary. It is a major committee of the American Hospital 
Association. It is composed of representatives from hospitals, good- 
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sized hospitals, in various parts of the country, who meet 4 or 5 times 
a year, usually here in raskinaiend to consider the legislative problems 
of the American Hospital Association and its component parts, the 
State organizations. 

Mr. Hesevron. As I understand it, you were one of the consultants 
to the Department of Health, Education, and Welfare to develop an 
approach toward the solution of the problem of the present day. 

There are approximately nine members of that consultant group, I 
believe I read this morning. 

Mr. McNary. Well, there were seven people from insurance com- 
panies and nonprofit plans, and then there were a couple of others who 
were not from the iodueten shall we say. 

Mr. Hesevron. And in a general way—I don’t care to ask for any 
information which should not be made public, but in a general way 
can you indicate how long that group worked on this problem, and 
something of the procedures adopted in trying to be helpful? 

Mr. McNary. I don’t think there is any secret about that part of 
it, Mr. Heselton. If I recall correctly, we spent 2 days in each of 3 
weeks down here, plus a little homework. We worked all day long 
for 2 days each time and got some drafts at home to go over in the 
meantime. And our work consisted largely of making suggestions for 
the better wording of the proposed legislation. 

Mr. Hesewron. It was, I take it, a characteristic example of the 
team approach toward a problem. That is, they called upon people, 
and I want the record clear, who were admittedly expert in the field, 
and brought the benefit of their experience and advice to bear on the 
suggested facilities? 

Mr. McNary. Of course we were a little outnumbered, because a lot 
of this was actuarial work, and we are not actuaries. But we got 
along very well with a very fine group of gentlemen on the committee. 

Mr. Heseiton. I have one question on the statement that was sub- 
mitted this morning, and on reviewing Mrs. Hobby’s presentation to 
the committee. She stressed quite emphatically that one of the key 
things about the success of the program would be the very strong 
support that would be given by the participating carriers. 

As I understand it, the Blue Cross would come within the group 
eligible to work in this program ? 

Mr. McNary. Yes, sir. 

Mr. Hesevron. I just wanted to express this opinion, and it is only 
because of the presentation this morning, that if the Blue Cross, repre- 
senting some 43 million American citizens, has reason to see in this a 
sound piece of legislation, a good approach and one which they can 
endorse, and they see fit to join in this participating in it, it will 
not make very much difference if an attitude is taken on the part of 
the other carriers that they are not interested. I think the American 
people will support the Blue Cross and will support the administra- 
tion in its fine efforts to reach a solution in this very important field. 

As to the concrete suggestions you have made, the first one, it seems 
to me, would be a very simple one in terms of providing just the 
language to create a council. 

Mr. McNary. We simply suggest that the council have some 
authority. 

Mr. Heseiron. Yes; that is true. So that it would constitute a 
useful source of advice to the Secretary and also, perhaps as impor- 
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tant, provide a protection against pressures that might be brought 
to bear. 

The second one was the question of keeping confidential informa- 
tion secured from a carrier. It would seem to me that would be the 
type of suggestion that would be welcomed. I am a little concerned 
about the desire of the Department not to have approval of any 
plan misused. On the other hand, I certainly agree with you that 
somewhere there is a proper field for the bringing to the public the 
knowledge of what any certain proposed plan would do. Have you 
gone far enough so that you feel you are now in a position to offer 
any suggested language, or do you think that is a thing that ought 
to be covered in the committee report, perhaps, other than with speci- 
fic language in the bill? 

Mr. McNary. Mr. Heselton, I think on this point we were concerned 
really only with the tone of the works in the bill. As the bill is writ- 
ten, it seems to say there should not be any publicity at all, but if there 
is, the Secretary will say the words to be used. We think perhaps it 
ought to say there should be the right kind of publicity and the 
Secretary shall have the authority to say how it shall be said. It is 
not an important point, I don’t think, Mr. Heselton. 

Mr. Hesevron. I think it is a useful point, certainly, to consider. 
I take it that you feel whatever might be done in that field probably 
should have some kind of a reasonable check to insure, as best can 
be insured, that the publicity is not abused ¢ 

Mr. McNary. It should have a very careful, a very tight check. 

Mr. Hesrron. I want to repeat my personal appreciation for your 
appearance here. 

Mr. McNary. Thank you. 

The Cuarrman. Any further questions? 

Mr. Mack. Mr. Chairman. 

The Cuarmman. Mr. Mack. 

Mr. Mack. I would like to ask a question or two in line with what 
Mr. Harris was asking. We do not fully understand the benefits to 
be gained by this reinsurance program. I was just wondering if 
you would have in mind the particular benefits to be gained as a 
result of the enactment of this legislation. In other words, at what 
point does the Government enter into the picture to reinsure or give 
you this assistance which is to be available? 

Mr. McNary. I think, Mr. Mack, the best answer I can make to 
that is that the Government does not enter into the picture at all 
until I ask the Government if it will, and I ask the Government for 
reinsurance for a program. If I feel, and I say I collectively, of course 
we, in my plan or Blue Cross collectively, should feel that we had a 
program which we could ill afford to take a chance on as a single plan, 
for example, I might tell of one possible use. I certainly do not pre- 
dict that it will be a use, but it was one which we discussed during our 
days in working on the contract. 

Blue Cross plans collectively have considered over a number of 
years the possibility of establishing some type of guaranty fund, to 
which all would contribute small amounts regularly so that, in the 
event one plan had an unfortunate experience or got into trouble, 
that it wouldn’t be lost, and thereby cause lack of public confidence 
in Blue Cross, not only in that area, but in the other areas, in the 
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country as a whole. I think there are examples of similar arrange- 
ments among private insurance companies, life-insurance companies. 
But up to date, nothing has developed on that. I think it is entirely 
possible that this device could be used to implement that, and that 
would fill a real need. 

Mr. Mack. That is exactly the point I was making. Just where 
does this fit into your picture? In other words, even in this case it 
doesn’t fit in as yet. That is one of the possibilities it might have. Is 
that true? 

Mr. McNary. I think that is what we have to say about this pro- 
gram in its entirety. There will not be any specific examples of how it 
is going to be used until it is available, and then it wi// take a year 
or so before it can go into operation. It isn’t something that is going 
to revolutionize the health picture overnight, and it would be a great 
mistake if it were thought it would. 

Mr. Mack. We are trying to justify this legislation. That is the 
reason I asked the question. I am very much interested in knowing 
at what point this legislation will enter into the overall health pro- 
gram. I realize that it is necessary for approved concerns to deter- 
mine when they want the assistance. That was pointed out first. It 
is not going to be used for any present operation, any present group 
plans, that might find they are paying out more money than they are 
taking in; is that correct ? 

Mr. McNary. It could not be used for that purpose, because the 
Secretary would not permit the reinsurance of a plan that was known 
to be unsound at the time reinsurance was asked for. 

Mr. Mack. Therefore, the feeling is now that plans operating at a 
loss would not be benefited by this reinsurance program. 

Mr. McNary. I do not know of any plans that are failing now, 
but if there are, they wouldn’t be. 

Mr. Mack. Unless I am mistaken, they canceled out, a group plan 
that they had among the office workers here on the Hill, because they 
were paying out more money than they were taking in. Is any- 
one familiar with that? 

I have a secretary that was participating in that, and I assumed that 
it was a plan that was on the Hill. I know that many girls up here on 
the Hill were being included in the plan. 

There is nothing in this program that would include these people or, 
that would encourage the insurance companies or the group of com- 
panies to expand to include additional people? 

Mr. McNary. In my judgement it is possible that it might, but I 
cannot cite a specific example, because until the bill is passed, and the 
company has an opportunity to apply for reinsurance, there is no 
way of knowing exactly how it would be used. 

Mr. Mack. I am wholeheartedly in favor of the principle. I 
might say I am participating in your program myself. 

Mr. MoNary. That is good. 

Mr. Mack. I have had sufficient encouragement to do so. But it 
does concern me considerably, and I have it brought up to me quite 
often, the fact that the people who need the insurance the most are 
not getting it. I was hoping that the new administration would have 
some program for expanding and including the people that are a 
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burden on society today. I also hope that that can be done without 
having a socialistic program in nature. 

That is all, Mr. Chairman. 

Mr. Petty. Mr. Chairman? 

The Cuarmman. Mr. Pelly. 

Mr. Petiy. Mr. MeNary, I, like yourself, am in somewhat of a dual 
position, being a member of the Blue Cross, one of the 44 million, and 
it just so happens that I am a director of a life, health, and accident 
insurance company, so much so that I may have to vote “present” 
when this thing comes to a head. 

I am interested in certain parts of your testimony here. Did I un- 
derstand that the 8 members that assisted the Department of Health, 
Education, and Welfare in technical details endorsed the purpose of 
this legislation ? 

Mr. McNary. I don’t think that that would be a true statement, 
because the committee was not asked to endorse the statement. 

Mr. Pretty. Following the statement, you said you had the oppor- 
tunity to be with that group. You say, “I am authorized, in appear- 
ing before you, to endorse the purpose.” But I didn’t know who you 
were authorized by. By your statement, I thought it should be 
clarified. 

Mr. McNary. Excuse me. That is the Council on Government 
Relations. 

I have no authority to speak for the consuitant committee to HEW. 

Mr. Petty. Well, I thought it should be clarified. 

Mr. McNary. I am just an individual, sir, in that respect. 

Mr. Prtzy. The witness this morning seemed to have some com- 
munity of interest with you. His Chamber of Commerce of the 
United States was for the objective. You are authorized to state 
that you are in favor of the objective. But then you seem to go apart, 
and you are in favor of it and the chamber of commerce is against it. 
Is that a correct statement? 

Mr. MoNary. I think that is a fair statement. I had no oppor- 
tunity to consult with the chamber. 

Mr. Petty. Well, you were here his morning. They opposed the 
bill although being for the objectives of it, and you support the 
legislation and at the same time are in favor of the objective. I am 
concerned because, from the manager of our Washington State Blue 
Cross I have received word that he is very doubtful as to whether he 
could use this program. Have you had a eee in the limited 
time that this has been available to hear from the local hospital asso- 
ciations in the various States and from the Blue Cross organizations 
in the various States? ; 

Mr. McNary. No, I have not, and I don’t think that local hospital 
associations or Blue Cross plans, by and large, have yet had an oppor- 
tunity to decide whether it would c possible to use it or not. I don’t 
think there will be any general determination on that for some time. 

Mr. Petix. I thought you said there was going to be a meeting of 
the one group next week. 

Mr. MoNary. I mean as to their individual plans, as to exactly 
whether they will use it. As far as the Blue Cross Commission is con- 
cerned, I rather look for an official endorsement of the stand we have 
taken on their behalf, or a denial of it, very shortly. I think it will 
be endorsement. I hope so, naturally. 
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But the Commission is an authoritative body that will speak for 
itself. 

Mr. Petry. I think that clarifies the position in my mind. I appre- 
ciate your testimony, Mr. McNary. 

Mr. Younecer. I want to thank you very much, Mr. MeNary, for 
your statement. I think it is fair, and where you have some objec- 
tions you have pointed out where the correction lies. I wanted to just 
clear up this one point, which seems to be somewhat in confusion by 
the questions that were asked. 

The Cuarrman. Mr. Younger, will you yield for just a moment? 

Mr. Youncer. Surely. 

The CHatrman. I find it is necessary for me to leave. I have to take 
atrain. Ihave already made arrangements and cannot change things 
very well now. 

I would like to ask if the witness would be willing, if I submit some 
questions to him, to answer them for the record. 

Mr. McNary. I will be happy to, Mr. Chairman. 

The CHairmsn. Thank you. I will ask Mr. Hale to take the Chair. 

Mr. Hatz (presiding). Mr. Younger, you may proceed. 

Mr. Youncer. In the operation of this plan as proposed by the De- 
partment, the application specifies the plan which is to be reinsured ; 
is that true? 

Mr. McNary. The application is specified or is hung on a plan? 

Mr. Youncer. That is right. 

Mr. McNary. That is right. And a plan is a set of words that a 
carrier proposes. 

Mr. Youncer. And that would really have to be a new plan, because 
nobody is looking for reinsurance of existing plans that they are carry- 
ing. Is that not generally true? 

r. McNary. I would agree with your premise; yes. It is not 
likely that an existing plan would be reinsured. 

Mr. Youncer. So that the purpose of it is to stimulate the carriers 
to go into the new fields, and to assist them to go into the new fields, 
without the impairment of their own capital structure ? 

Mr. McNary. I tliink that is a fair statement. 

Mr. Youncer. That is all, Mr. Chairman. 

Mr. Hare. Any further questions? 

Mr. Preity. Could I ask one more question, Mr. Chairman? 

Mr. Hate. Mr. Pelly. 

Mr. Petiy. As I think you know, Mr. MeNary, the Blue Cross in 
New Jersey, when it was started, was fearful that its experience was 
not such that it could set a rate which might not cause it to lose money. 
It just could not afford to take the risk. So it took out a policy with 
Lloyd’s which was carried for the first year, in case it lost money. 
Have you thought at all as to whether or not that type of reinsurance 
might not be cheaper in the long run than such a plan as this? 

Mr. McNary. I think that type of reinsurance would be possible 
under this arrangement. If it could be done cheaper under this law 
than it could with Lioyd’s for example, then it might be done that 
way. But it was that kind of thing that I was suggesting when I was 
talking to the gentlemen on the other side in connection with the possi- 
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bility of Blue Cross plans establishing a guaranty fund. I am not 
personally familiar with the details of the New Jersey reinsurance. 

Mr. Petty. You made one statement that I do not know that I quite 
understood. You said that you did not believe that some health plans 
might care to reinsure with private concerns that were competitive. I 
took that to mean that the Blue Cross plan might be competitive with 
a private insurance company, and therefore, you would have a feeling 
that if you did take out insurance with the private insurance com- 
pany that it might come out with something better that would under- 
sell you or—what was that? 

Mr. McNary. Not necessarily better, but it is a matter of whether 
or not a plan wants to do an insurance business with somebody that 
is in active competition with them. I do not say they wouldn't, be- 
cause we do. For example, we have a group life insurance plan with 
one of the big companies that we are in competition with for groups 
who are in the hospital-surgical business, I mean for our own em- 
ployees. But I simply say that I think probably Blue Cross might 

»refer to use this device than to use the reinsurance devices which Mr. 
Wailers described this morning and with which I personally am not 
familiar. I have never known that they were available although I 
am quite sure if he says they are, they are. 

Mr. Petty. Had you ever thought of insuring on a deductible basis 
anything in the catastrophic classification ? 

Mr. McNary. Yes. 

Mr. Petty. That would be with a private carrier ? 

Mr. McNary. No, not if we did it we wouldn’t do it with a private 
carrier. 

Mr. Petry. In other words, you would not reinsure those higher 
risks? You would just extend the risk over your whole group? 

Mr. McNary. It is entirely feasible for a given Blue Cross plan 
to develop a medical expense program which includes the deductible 
idea. There is no great merit or originality in the deductible idea. It 
is just a method for holding costs down and for controlling, to some 
extent, controlling use ‘to some extent, in that it discourages unneces- 
sary use. 

Mr. Petuy. I think I expressed myself in an unfortunate way. 
What I really meant was that you take as your risk what would be the 
deductible amount. You pay up to a thousand dollars, as you say, 
every 30 minutes or so, in Michigan. 

Mr. McNary. We pay over a thousand dollars. 

Mr. Petxy. Over a thousand? 

Mr. McNary. Yes. 

Mr. Petry. But I wondered whether, in Michigan, for example, 
any thought had been given to insuring for everything over a thou- 
sand, up to $20,000 or $10,000 with a private carrier at a very low rate, 
I should imagine. 

Mr. McNary. No. I think I can say that we have not given any 
consideration to doing what you suggest, but if we contemplated the 
extension of very high limits of coverage to our subscribers, then we 
might be interested in reinsurance on that amount in such manner as 
is outlined in this bill. 

Mr. Petry. Well, I gather that you are a little opposed to the idea 
of trying to work with a private carrier, and would rather go ahead 
with the Federal plan in relating it to an abnormal risk? 
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Mr. McNary. It is very difficult for me to speak on behalf of 79 Blue 
Cross plans that do not understand this thing yet. Most of them have 
not even read it yet. About all we can say, those of us who have seen 
it, is that we think it has definite possibilities to do the things that 
are stated in the objective of the bill. We cannot be sure that it will 
do them. 

Mr. Petxy. That is all. 

Mr. Youneer. I have one other question, to clear the record, on a 
question that he asked. 

Mr. Hare. Mr. Younger. 

Mr. Youncer. So that the record may be clear, so far as you know, 
there is no reinsurance carrier today who is not itself an insurer. Is 
that not true? I mean the ones who were mentioned this morning, 
they are also insurers of the same similar character, or competitors 
with you? 

Mr. McNary. That is right. They may not be competitors at all, 
but they are insurance companies. 

Mr. Younerr. They are insurers, just the same as you are. They 
are not solely reinsurers, exclusively ¢ 

Mr. McNary. We are not, in the case of my own company, even 
an insurance company. Weare a nonprofit agency. 

Mr. Younger. I know, but you take a risk. 

Mr. McNary. We do an insurance business, if you want to put it 
that way. 

Mr. Petty. Will the gentleman yield? 

Mr. Youncer. Yes. 

Mr. Prxtiy. I know that one of the companies mentioned by the 
witness this morning was named as being a reinsurance company, 
which implied to me that its business was limited to reinsurance. I 
may be wrong, but certainly Lloyd’s would not be in competition in 
the direct insurance field anyway. 

Mr. Youncer. I think you can get individual coverage through 
Lloyd’s if you want it, and an individual can get coverage. 

Mr. Petry. It would not be in competition with the Blue Cross. 

Mr. McNary. Lloyd’s I don’t understand at all, but I know they 
are a different kettle of fish, if you will, from most insurance com- 
panies. 

Mr. Younger. It is also a foreign company; is it not ? 

Mr. McNary. I guess they have a lot of money. 

Mr. Hats. Mr. Heselton is recognized and has the floor. 

Mr. Heseuron. In your rate in Michigan for the family, it is $5.85 
a month or $70.20 a year. ‘That works out to 19.10 cents a day. As 
I understand it, you work on the group principle, do you not, in the 
Blue Cross ? 

Mr. McNary. Yes. The great bulk of our business is enrolled in 
groups. 

Mr. Hesevron. Of those who are not associated with a group to 
make them eligible, and I suppose that has a sound reason in terms 
of the lack of experience as to the results and what the risks are, isn’t 
it fair to assume that a very large portion of those people would vol- 
untarily join some organization like the Blue Cross or obtain com- 


parable individual coverage, if that is available, if they were given 
the opportunity todo so? That is, it isn’t Just a question of sheer lack 
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of interest in it. At the present time, anyway, it is based upon per- 
ony good, sound business reasons, that the Blue Cross is not able 
to offer that kind of coverage to certainly hundred of thousands of 
people who might be willing to take it. 

Mr. McNary. Part of it is opportunity, part of it is willingness to 
spend the money, and part of it is whether or not employers make a 
contribution. There are a great many factors that enter into the 
question of whether or not the individual will pay his own dollars 
out for health-insurance protection. 

Mr. Heseiton. But just under 20 cents a day is not very expensive 
as an expenditure for that type of protection. It seems to me from 
the general testimony that has been presented here, in that particular 
field a quick broadening of the coverage and fairly rapid development 
of the experience could be a very useful full part of the scheme of 
this particular proposal. It would enable the Blue Cross, for instance, 
to do something like that much more rapidly than it possibly could 
do so under existing conditions. Do you thing that is correct? 

Mr. McNary. I think it would create an additional incentive. 

Mr. Hesston. Thank you. 

Mr. Hate. Are there fu rther questions? 


Mr. THornperry. No questions. 

Mr. Hatz. There being no further questions, we thank you very 
1auch, Mr. McNary, for very interesting and helpful testimony. 

The committee will stand adjourned until Monday next at 10 a. m. 

(The following letter was later received from Mr. McNary :) 


MICHIGAN HospiraL SERVICE, 
Detroit, Mich., April 13, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


My Dear Mr. WoLverton: I am sorry for the delay in replying to your letter 
of March 31, 1954. I have been out of the city attending the national conference 
of Blue Cross plans. I believe you have received a letter from Mr. Kenneth 
Williamson, director of the Washington service bureau of the American Hospital 
Association, reporting action taken by the conference of Blue Cross plans in 
support of the affirmative testimony which I had the honor of presenting to 
your committee on H. R. 8356 on March 26, 1954. 

The questions asked in the memorandum attached to your letter are questions 
which have concerned all of us in Blue Cross for many years. In my judgment, 
the proposed Health Service Prepayment Plan Reinsurance Act is designed to en- 
courage Blue Cross plans and other carriers to seek answers to these and other 
similar questions. The issues pointed up by these questions are the imponder- 
ables with which we are all concerned in our day-to-day operations and in at- 
tempting to plan for the future. 

In my judgment, it would be unwise to attempt to spell out in a law those very 
standards and regulations which the law itself is directed toward experimenting 
with. In other words, as I see it, the Reinsurance Act is expected to encourage 
experimentation and should not be unduly restrictive. It should give consid- 
erable latitude to the Secretary and to the Advisory Council in the establish- 
ment of such necessary standards as will protect the public and still encourage 
the experimentation which the bill declares is necessary and desirable. 

In general, I would like to go on record, both personally and for Blue Cross 
plans as favoring standards and contract provisions which protect the sub- 
scriber or policyholder against arbitrary action by any carrier to deprive him of 
his rights. Blue Cross plans have always protected their subscribers by making 
it possible for them to continue their coverage after employment or other group 
connections are severed. Also, to the best of my knowledge, no individual Blue 
Cross subscriber has ever been canceled because he was a poor risk or because 
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he had found it necessary to use plan benefits repeatedly. However, if non- 
cancellable, waiver of premium, ceiling payment and other provisions are made 
mandatory, it may have the effect of discouraging experimentation with contract 
forms ind benefits. This would tend to defeat the objectives of the bill. 

It is my opinion, therefore, that the bill itself should not contain standards 
which would unduly limit the type of experimentation which we all hope to see 
earried on. 

Very sincerely yours, 


Wm. S. McNary, 
Eavecutive Vice President. 
(Whereupon, at 3:45 p. m., the committee was recessed, to recon- 
vene at 10 a. m., Monday, March 29, 1954.) 
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TUESDAY, MARCH 30, 1954 


House or Representatives, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, in room 1334, New 
House Office Building, Hon. Robert Hale, presiding. 

Mr. Harz. The committee will be in order. The committee resumes 
this morning its hearings on H. R. 8356, the so-called reinsurance 
legislation. 

Our witness this morning is Mr. John H. Miller, who is vice presi- 
dent and actuary of the Monarch Life Insurance Co., of Springfield, 
Mass. 

Mr. Miller appears on behalf of three trade associations in the insur 
ance field: The Health and Accident Underwriters Conference, 
Chicago, Ill.; the Bureau of Accident and Health Underwriters, New 
York; and the Association of Casualty and Surety Companies, New 
York. 

I trust that Mr. Miller will explain the nature of these three organ 
izations, What their respective membership is and to what extent, if 
any, the membership overlaps. 

Mr. Miller is well qualified to talk on the subject of insurance. 
He was associated with the Metropolitan Life Insurance Co. from 
1927 to 1929. From 1929 until 1933, he was associated with a firm of 
actuaries, and since 1934, he has been an officer of the Monarch Life 
Insurance Co. 

We are pleased to hear from Mr. Miller, who is now recognized. 


Mr. Miller. 


STATEMENT OF JOHN H. MILLER, VICE PRESIDENT AND ACTUARY, 
MONARCH LIFE INSURANCE CO., SPRINGFIELD, MASS. 


Mr. Miter. Mr. Chairman and members of the committee, we 
appreciate this opportunity of appearing before you to give our views 
on this proposed legislation. 

As the chairman has stated, I have been asked to appear on behalf 
of the three organizations named. 

The Association of Casualty and Surety Companies is a trade asso- 
ciation, a voluntary association, representing through its member- 
ship 112 fire and casualty companies, companies which conduct a 
general line of insurance other than life—fire, liability, compensation, 
and many of them health and accident insurance. 

The second group is the Bureau of Accident and Health Under- 
writers, which represents many of these same companies and others 
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as well in the field of health and accident insurance, both group, and 
individually. The bureau has a membership of 89 companies. There 
is considerable duplication between the two. Perhaps as many as 
60 or 70 companies are members of both. 

The Health and Accident Underwriters Conference represents other 
health and accident insurance companies. Its headquarters are in 
Chicago and it includes in its membership many western as well as 
eastern companies. There are 205 company members of the confer- 
ence and there is duplication of or overlapping, or common member- 
ship of about 25 companies between those 2. The total of the 3 mem- 
berships, without regard to duplications yields the sum of 406 com- 
panies, and without having made an exact count, we estimate that the 
actual companies represented by 1 or more of the 3 organizations total 
somewhat over 300. With respect to the conference, there are some 
fraternal societies among its membership and I believe reciprocals, as 
well as the regular insurance companies. 

I should preface my remarks with the statement that I cannot 
speak for all of the members of these associations. There has not 
been time since the release of the bill for discussions aimed at reach- 
ing a consensus. My remarks today reflect the views of a representa- 
tive group of insurance executives who have been able to get together 
to discuss the bill and agree upon this statement. We hope that it 
represents the center of gravity of the members of the three associa- 
tions. 

The administration’s health program deals with important aspects 
of the sickness and accident costs of the entire Nation. Its primary 
emphasis is on the provision of services and facilities for treatment 
of illness or injuries. The program includes proposals for diag- 
nostic centers and for specialized institutions to meet the specific 
needs of our chronically ill and aged citizens, the provisions of medi- 
cal facilities for rural areas, programs for the rehabilitation of dis- 
abled persons, promotion of public-health measures at the local level, 
and a study of improved income-tax treatment of medical expenses. 
We strongly favor the objectives of the program in general. 

I would like to comment on the highlights of the program from 
an insurance viewpoint. Insurance is concerned with providing a 
means of easing the financial burden of medical services, rather than 
with providing the services themselves, 

We are pleased that this program places major reliance on volun- 
tary insurance as the most effective means of distributing the costs 
of sickness and accident. Insurance men are the first to recognize, 
however, that insurance does not reach every segment of our popula- 
tion. 

Insurance is beyond the reach of those of our citizens who do not 
have the purse to pay the premiums; their needs we believe must 
be handled by assistance at the local level. The services of voluntary 
insurance have been less in demand in rural areas than in urban areas, 
in part because medical facilities have been less easily available in 
some country districts. 

Insurance companies are continually studying the problem of pro- 
viding more complete protection to a larger portion of the aged popu- 
lation and how to distinguish between those health-care costs of the 
aged which ean be insured and those which cannot. 
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Insurance among the aged is gaining in volume as companies are 
extending, or removing, the age limits and with the growing practice 
of continuing group insurance protection on retired persons. We 
must recognize, however, that other means must be used if the com- 
munity is to help bear those costs to which insurance does not apply. 

A result of adopting the voluntary approach is the necessity of 
recognizing the areas which insurance cannot reach. With this there 
must be acceptance, at least to some extent, of the use of subsidies in 
those areas. We believe that any such subsidies should be applied 
directly and openly and should not be obscured. 

Furthermore, we strongly believe that they should be administered 
at the local level in proper perspective to the services available and to 
prevailing cost patterns, which vary from State to State, as well as 
bet ween communities in the same State. 

As insurance men we are well aware of the implications of the 
decision to place primary reliance upon voluntary insurance provided 
on a self-supporting basis. Most important is the necessity to expand 
as far as possible the areas in which insurance is effective and to 
minimize the areas which insurance does not reach. 

Tremendous progress has already been made in that direction. Cur- 
rently there are about 100 million Americans with some form of insur- 
ance against hospital expenses, or nearly 3 out of every 5 persons in 
the United States. Over 75 million have surgical expense insurance 
and nearly 40 million have insurance policies providing protection 
against medical expenses. 

Gentlemen, these figures embrace all types of voluntary protection 
and I just noticed that a last-minute reading of this, after it was dupli- 
sated, that the word “policies” used in that last sentence might be 
misleading. 

The figures referred to include not only group-insurance policies, 
group and individual, but Blue Cross and Blue Shield, and the com- 
prehensive plans involving group practice. I just wanted to make it 
clear that that word “policies” was used in the broadest sense of 
meaning methods of protection. 

Last year, through voluntary insurance of all types, our citizens 
received about $134 billion of benefits for hospital, surgical, and 
medical expense. 

In addition, insurance companies alone paid over one-half billion 
dollars in income benefits for loss of time due to disability, a basic 
and essential protection against the economic costs of sickness and 
accident. 

More significant, however, than the current extent and quality of 
coverage is the record of es growth and development in both 
respects, for we are concerned with reaching goals, more than with 
tpoking back over the road we have traveled. At the end of 1941, for 
example, there were slightly more than 16 million persons in the entire 

fation with hospital expense coverage. 


0pu 

Today that figure has multiplied more than sixfold. Fewer than 
7 million persons in 1941 had surgical expense coverage. That figure 
has been multiplied more than tenfold. Medical expense coverage, 
practically unknown before World War IT, already covers about 40 
million citizens. With this growth in numbers protected, there has 
also been an improvement in the quality and adequacy of the coverage, 
which I will comment upon later. 
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Another very important implication of the reliance on voluntary 
msurance, of which we are keenly aware. in the need for insurers to 
merit the confidence of the insuring public. Sickness and accident 
insurance in the past has been characterized by a constant improvement 
in the coverage offered and in the service provided. 

Recent developments have made insurance men even more than nor- 
mally aware of the progress which still remains to be made, and re- 
sponsible insurers are seriously concerned with and are intensively 
studying criticisms voiced by the public. To some extent those criti- 
cisms point to areas where performance can and will be further im- 
oust 

To some extent they indicate some lack of understanding of what 
insurance properly can and shoulddo. That very lack of understand- 
ing shows a need of an improved public informational program by 
accident and sickness insurers to advise the public how to make the 
most effective use of insurance facilities in preparing to meet the costs 
of accident and sickness. 

Despite the tremendous progress in recent years in bringing better 
insurance to more people, it is only natural that there has been some 
impatience with the rate of growth. Perhaps you will recall the fol- 
lowing pertinent observation in the testimony of one witness who ap- 
peared before this committee last October. 

The only unhealthy aspect of the situation is the tendency of some people to 
see in progress only signs of incompletion. Those who think that if a thing 
is good, it should be provided now to everyone, do not understand that basic 
truth that human progress must needs be unending. 

The voluntary insurers, while increasing the number of policyhold- 
ers, have also improved the quality and adequacy of their benefits. 
During the past decade such improvement has been made more dif- 
ficult by the rising level of medical care costs due to inflation. Average 
benefits, however, have increased at a more rapid rate than have the 
costs against which insurance is provided, so that there has been an 
effective improvement in the protection afforded. Also, limits of pay- 
ment have been increased and the scope of available coverage broad- 
ened. 

Grace periods are now common in accident and sickness policies; 
time limits on defenses or incontestable provisions after 3 years are 
provided in most policies currently issued; and the number and type 
of restrictions mal exclusions have been materially reduced. 

Furthermore, methods of bringing insurance services to more people 
have been and are being developed. Group insurance has been ex- 
tended to smaller employer units, and more and more small employers 
with only 10—or in some cases even neener Tenney are purchasing 
accident and sickness insurance as part of their employee benefit 
plans. 

In rural areas voluntary insurance is being actively distributed 
through such groups as consumer and marketing cooperatives, and 
other farm organizations. This is in addition to the successful efforts 
of insurers to sell individual policies to self-employed persons and 
others who are not members of any group. In 1952 there were 22 
million persons covered for hospital benefits under individual policies, 
to mention only one type of benefit so provided. 

Insurance-policy provisions have been liberalized and underwriting 
techniques improved in an effort to offer better accident and sickness 
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coverage to an ever-increasing number of persons. Insurance on risks 

with some physical or medical impairment has long been offered sub- 
ject to the exclusion of a particular disease or risk to which the in- 
dividual may be unusually susceptible. 

In more recent years, increasing experimentation has been carried on 
by several companies in insuring the impaired risks without these spe- 
cial restrictions, but subject to appropriate extra premiums—follow- 
ing the practice now ot established in the life-insurance business. 

As the pattern of medical care has changed in the past decade, vol- 
untary insurers have developed benefits to meet changing needs. The 
recent experimentation with and development of major medical ex- 
pense insurance holds great significance. In its short history more 
than a million persons already enjoy protection under this new type 
of coverage, and the present rate of growth is remarkable. 

How will the reinsurance proposal affect this type of experimenta- 
tion and development‘ The principles of reinsurance, as it has been 
known and aaa are the same as the principles of insurance. The 
difference is that reinsurance provides a broader base by pooling the 
resources of two or more companies. Reinsurance as a financial device 
is most commonly employed when the amount of potential loss on any 
one risk is very large. 

Reinsurance, therefore, does not provide a means of making insur- 
able what would otherwise be an uninsurable risk. It does not add 
to the aggregate resources of the insurers. It does not help to sell 
insurance nor does it reduce the cost of insurance. If our citizens are 
not to labor under a misunderstanding, it is essential for them to 
realize that reinsurance is not a panacea, and that it does not provide 
additional funds to finance the cost of medical care. 

As has been made clear in the presentation of the program, voluntary 
insurance cannot relieve the community of the burden of providing 
medical care to the indigent nor is it helpful to those who presently 
cannot qualify for it, and reinsurance does not enhance the power of 
insurance in these areas. 

The reinsurance facilities have been proposed with the purpose of 
extending the frontiers of insurance effectiveness. The ey develop- 
ment of accident and sickness insurance has, however, been accom- 
plished with little use of the already extensive reinsurance facilities 
available to the insurers, and we see no evidence that progress would 
have been augmented had reinsurance been used to a greater extent. 
The underwriting, or risk bearing, capacity of the companies in this 
business is very large. 

It should be explained that the technique of developing new benefits 
or new methods of distribution requires not only working capital 
which, in this business, is adequate, but also time for testing. The 
advances which I have noted have been made by offering a benefit 
experimentally and then observing the results and making necessary 
corrections in rates or underwriting methods. 

Obviously, the operation of a new plan must be observed for a rea- 
sonable period of time before conclusions can be drawn and another 
step taken. For these reasons, the companies which have contributed 
most to this evolutionary process in the development of accident and 
sickness insurance have generally made little or no use of those rein- 
surance facilities which have been and are available. 

These consideraitons raise the question as to the extent to which 
this new type of reinsurance would be employed by the insurance com- 
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panies. From discussions with a number of company officers, it 
appears that some have not been able to envisage their use of a rein- 
surance facility of this type, while others find it difficult to appraise 
the bill without a more definite idea as to the precise conditions to be 
prescribed by regulation, the level of reinsurance premiums and the 
many other details that are not spelled out in the bill. 

As mentioned, we are very much in favor of the overall objectives of 
the proposed health program. We do feel constrained, however, to 
present to you this summary of our analysis of the reinsurance bill, 
which is a part of the total program, and to raise these questions 
which we feel should be carefully considered by this committee. 

Among the principles expressed or implied in the bill are: 

1. Participation in its operation is to be on a voluntary basis; 

2. Reinsurance is to be offered only when not obtainable from 
private sources ; 

3. The recognition and use of State insurance supervision in the 
administration of the reinsurance. 

While these principles appear to be implicit in the bill, it is not 
entirely clear that the provisions are so drawn as'to’ assure their use. 
With respect to the third principle mentioned, we wish to point out 
that the insurance companies have in the past supported supervision 
by the several States and we wish to reaffirm the belief that the busi- 
ness should be supervised in this manner. 

The reinsurance proposal presents a new concept of far-reaching 
importance. In the 19 days since its introduction, insurance people 
have been able only to consider its general objectives, and to specu- 
late on its possible use and effectiveness. 

A number of them have expressed concern on matters such as the 
subsidy inherent in paying expenses over the early years, the granting 
of extremely broad discretionary power to the Administrator, the 
seemingly complex problems of administration and what is regarded 
as putting the Government into business despite the principle fre- 
qently expressed by administration spokesmen of taking the Govern- 
ment out of business. 

There has not been an opportunity for the public to become in- 
formed concerning this measure which, of course, is intended for its 
benefit and welfare, nor for the public to give any expression of its 
opinion. We, therefore, urge that these considerations warrant the 
most careful study of the measure with adequate time for evaluation 
of its many implications and of alternative means of accomplishing 
the worthy objectives. 

Gentlemen, I appreciate your attention and this opportunity. I 
will be very glad to answer any questions. and in that connection I 
would like to mention that present in the room are Mr. Joseph P. 
Murphy, the counsel of the Kvaelathoni of Casualty Insurance Com- 
panies: Mr. Joseph F. Follmann, Jr., general manager of the Bureau 
of Accident and Health Underwriters; and Mr. John P. Hanna, the 
managing director of the Health and Accident Underwriters Con- 
ference. If there are any questions respecting the organization or 
membership of these groups, these gentlemen will be able to help me 
answer them. Thank you. 

Mr. Hate. Thank you very much, Mr. Miller. Are there any ques- 
tions, gentlemen ? 
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Mr. Douiiver. Mr. Chairman. 

Mr. Hate. Mr. Dolliver. 

Mr. Doxttiver. I understand, Mr. Miller, that you represent in effect 
all three of these organizations, the Bureau of Accident and Health 
Underwriters, the Health and Accident Underwriters Conference, and 
the Association of Casualty and Surety Companies / 

Mr. Miter. Yes, sir. 

Mr. Dottiver. You are their spokesman / 

Mr. Mixer. That is correct; yes. 

Mr. Dotuiver. Do you have any official connection with these three 
organizations ¢ 

r. Mitzer. The company by which I am employed, the Monarch 
Life, is a member of the Health and Accident Underwriters Confer- 
ence, and I am a member of one of its committees. 

Mr. Dotuiver. I seem to have detected the reluctance on your part 
and on the part of those who you represent to accept this program in 
its entirety. You sort of gingerly approve it. Is that about a correct 
statement of your attitude toward it? 

Mr. Mruier. We like the program overall and are very much in 
accord with the purposes and objectives. 

This reinsurance proposal is a very new thing. Reinsurance itself 
is not new, but this particular application is something new, without 
any exact parallel. We saw the bill—the bill was released, I believe, 


19 days ago as mentioned, and there has not been time to give it the 
thorough study and have the discussions within the industry that 
would be necessary to make a complete and proper appraisal. 


So that we are here, coming here, with some questions that have come 
to us and some observations, but are in no position either to directly 
favor or disfavor the proposal. 

Mr. Hater. Mr. Miller, we will suspend for just a moment. 

The Chair wishes to call attention to the fact that there has been 
brought into the committee room a group of students from Smith 
College, located in the district represented by our colleague, Mr. 
Heselton. 

Mr. Heserron. I am sorry, but it is not. 

Mr. Hatz. I am sorry to hear that. 

And, the Chairman is informed that these students are foreign 
students, observing the operation of the Congress. 

The Chair is very happy to welcome these young ladies here and 
hopes that from their visit they will derive both pleasure and profit. 

“ou may proceed, Mr. Dolliver. 

Mr. Dottiver. Mr. Miller, these companies which are associated 
with these three organizations, are all of them profit-seeking com- 
panies; that is, they are not mutual or cooperative organizations, are 
they ? 

Mr. Mier. I believe, among the three associations we will find 
every type of insurance company in the country. There are mutual 
fire, casualty, and life companies. There are stock companies, life 
companies. There are fraternal associations, interinsurance organiza- 
tions, and reciprocals. So there is some representation of just about 
every type of company. The accident and sickness business is unique 
in that it is the only business which'\s issued by all types of companies. 
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Mr. Douiiver. Do you represent such organizations as the Blue 
Cross and the Blue Shield ? 

Mr. Muer. No. Just companies that are licensed’as insurance 
companies, or fraternal or assessment societies. 

Mr. Do.uiver. Of course, the benefits which you pay or all these 
companies pay is indemnity or money benefits, rather than surgical 
benefits, is it not? 

Mr. Mitier. That is correct. 

Mr. Doriiver. And in that respect you are different from a Blue 
Cross or Blue Shield organization ? 

Mr. Miter. Not with 1 respect to all of those organizations. A large 
proportion of the Blue Shield organizations provide indemnity benefits. 
I think most of them provide indemnity benefits above a specified 
income limitation and in the Blue Cross the indemnity benefits are also 
found in certain situations, although to a lesser degree than in the Blue 
Shield. 

Mr. Douitver. You refer to the fact that there are reinsurance facili- 
ties available for the various companies that you represent. Do those 

reinsurance companies also belong to these organizations? 

Mr. Mruirr. Yes, sir. There is a considerable number belonging 
to the conference, and I think that is true of the other two organi- 
zations. 

Mr. Dotuiver. Well now, you also said, as I recall it, that these com- 
panies have availed themselves very little of the facilities of reinsur- 
ance. 

Are we to adduce that they see no need for this type of reinsurance 
legislation ¢ 

Mr. Mituer. The health and accident insurance, by its nature, is 
different from other lines of insurance in that it does not involve the 
large single risks to the same extent. 

For example, there are many companies which will write life insur- 
ance into the millions of dollars a even the very large ones feel that 
that is too much of a concentration of risk and must be spread out, so 
they reinsure parts of those very large risks. The same thing occurs 
with liability and fire insurance, and such lines, but in health and 
accident insurance the problem has not been the large size of the risk, 
but rather the control of the risk. The difficulty of measuring what is 
adequate and necessary medical care is very different from figuring 
the replacement value of a wrecked automobile or a burned down build- 
ing. So that the problem has not been so much spreading the risk as 
it has been defining the risk. 

Mr. Dotiiver. Since this legislation is designed to enable companies 
such as those whom you represent to carry the risk of catastrophic 
illness in a family or an association unit, what other answer is there 
to that kind of a risk than some form of reinsurance ? 

Mr. Mitier. The companies are developing the so-called catastrophic 
or major medical expense policy at a very rapid rate and a number 
of them are now offering it with limits of $7,500 or even $10,000 and are 
doing that without reinsurance. There isa lot of growth and develop- 
ment in that direction. It is a fairly new concept and like all new 
things it is taking a little time to develop, but right now, it seems to be 
gaining a great deal of acceleratibn and we hear of more and more 
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companies entering the field almost daily, and providing the coverage 
and sale of more and more of this type of business. 

Mr. Dotxtver. It is fair to say, to sum up your’ statement, that your 
industry would need some more time to study this before taking an 
affirmative position either for or against it 

Mr. Mixer. Yes, sir; that is correct. 

Mr. Dotrtver. Thank you. Mr. Chairman, I think that is all. 

Mr. Prrest. Mr. Chairman. 

Mr. Hate. Mr. Priest. 

Mr. Priest. Let me ask you this question. 

Mr. Hate. Just a minute, before you proceed. 

The Chair desires at this time to recognize another group of students 
who have come into the committee room to observe the operations 
of the committee. This group is from the Hyattsville Junior High 
School and is in charge of Miss Love. 

The committee is glad to welcome these young people. 

The committee is now engaged in the consideration of legislation 
for the purpose of promoting health, particularly reinsurance, health 
reinsurance, covering people who are already insured by existing cor- 
porations or corporations which may come into the field. 

We are very happy to have these groups of people with us. 

Mr. Priest. 

Mr. Harris. Mr. Chairman, will the gentleman yield ? 

Mr. Priest. I will yield to the gentleman. 

Mr. Harris. I think that our distinguished guests will be interested 
in knowing also that this committee is being presided over this morn- 
ing by our distinguished colleague from the great State of Maine 
(Mr. Hale) who is himself a great scholar and, in fact, a Rhodes 
scholar, and, therefore, we have the privilege of seeing one of the 
highly educated and outstanding Members of the Congress presiding 
over this committee. 

Mr. Hate. Mr. Priest. 

Mr. Prrest. Mr. Miller, in your concluding remarks, you stated 
m substance that after 19 days following the introduction of the bill, 
insurance companies had, of course, had opportunity to study only 
the broad objectives of the bill. You followed that statement by 
saying that there had been some speculation as to its possible use and 
effectiveness. 

I believe that is the language you used. 

Mr. Mrruer. Yes. 

Mr. Priest. I wonder if after that speculation there has at any 
time been any general conclusions as to the possible use and effective- 
ness of this legislation. 

Mr. Mrrirr. No, I think it would be premature to say so. I know 
there are individuals who have reached negative conclusions, and 
others who have fairly positive conclusions, but I do not think that 
we can say that there is any consensus in the matter. 

Mr. Priest. One further question. I believe this is on page 2, of 
your statement, Mr. Miller, where you have touched on a point that 
is of great concern to me and I think to the entire committee and that 
is with reference to the recognition that some other means than in- 
surance must be used if any given community is to help bear the 
cost of those who are not insurable. 

Mr. Mriter. Yes, sir. 
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Mr. Priest. You went on to emphasize in your opinion that where 
subsidy is necessary it should be so labeled—and t fully agree with 
you—placed out in the open, not covered up, as any sort of a secret. 
You stated further that it should be administered at the local level 
in proper perspective to the service available and prevailing cost 
patterns. 

Now, is it your opinion, Mr. Miller, that this reinsurance program 
as proposed in the legislation now pending before this committee does 
contain an element of subsidy ¢ 

Mr. Mitirr. The bill provides that there shall be appropriated 
from the Treasury sums to pay the expenses of administration over 
the first 5 years and that itself would appear to be a subsidy; at least, 
in private reinsurance we expect when we buy reinsurance to pay not 
only for the benefits, but the operational expenses. 

Mr. Priest. May I ask one further question: Have you given any 
study to or have the groups that you represent given stiuly to this 
question of providing adequate protection for those who are not 
insurable? 

Mr. Mitter. Yes, sir. That is a matter that we have been greatly 
concerned about. Many individuals who are not insurable as indi- 
viduals currently carry protection under group insurance. The need, 
I think you all recognize, of determining insurability is to get a fair 
cross section. If we were to offer a very generous policy at average 
rates to anyone who wanted it, we would get an undue proportion 
of people who are ill or not in good health. In group insurance, 
where the people do not come together to get the insurance but rather 
through employment or some other primary reason for association, 
we are able to cover people who are not individually insurable, because 
the very condition of group membership insures a fairly broad dis- 
tribution. 

In individual insurance, companies are continually—not all of 
them, but a number of them—providing for what we would call the 
borderline risk, who is not insurable as a standard risk but who is not 
on a sickbed, either. They are providing those risks, and to the 
extent that they find they can, or to the extent they feel they can 
experiment, they are offering them insurance subject to somewhat 
higher premiums. 

Through those two means the business is expanding in that par- 
ticular. 

Mr. Priest. Is there the general tendency or policy among the 
insurance companies to advance the age, upper age limit, for indi- 
viduals or as groups? 

Mr. Miuuer. Yes. In group insurance there is generally no age 
restriction with respect to the employed individuals or their coverage 
benefits. There is also a continuing movement, a growing movement, 
for employers to include in their group insurance coverage of retired 
employees and their dependents. 

dn the individual side there are many companies which are renew- 
ing policies without age limit and, therefore, there are some who are 
writing policies at the higher ages up to 75, 80, or in a few cases with 
no age limit at all. 

Hence insurance is becoming increasingly available to the people 
in the older age groups. 
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Mr. Priest. One further question, Mr. Chairman. I want to be 
fully understood in asking this questioa, because I have the very 
highest regard for Mrs. Hobby, the Secretary of Health, Edue: ation, 
and Welfare. In studying the provisions of this bill, it seems to me 
that broader discretionary authority is conferred on the Secretary 
than perhaps in any bill that has come before this committee since T 
have been a member of it. 

I wonder if you or your group has had an opportunity to study 
this very broad authority that the bill would confer on the Sec retary 
in a good many instances, and what is your opinion of those provisions? 

Mr. Mitier. Yes; there has been discussion on that, and there are 
two sides to that question. It is a difficult question to answer cate- 
gorically. The fact that these discretionary powers are so broad 
makes it difficult for us to appraise the bill, so much has not been 
spelled out. We recognize that because of the new and experimental 
idea embodied here and the many ramifications that the bill con- 
tains, a bill of this type cannot be very precisely laid out. It has 
to permit broad discretionary powers. ‘That makes it increasingly 
difficult to come to an opinion as to its desirability. 

Mr. Priest. Thank you, sir. I think that you have arrived at the 
same conclusion that is in my own mind. It is extremely difficult for 
the very reasons you mentioned. 

That is all, Mr. Chairman. 

Mr. Warpurton. Mr. Chairman. 

Mr. Hate. Mr. Warburton. 

Mr. Warsurton. Mr. Miller, I want to pursue for just another 
moment the subject Mr. Dolliver initiated originally with regard to 
the availability of private reinsurance sources, because reliance upon 
meee sources, as you initially indicated, is one of the principles in 
the bill. 

You indicated in your statement, on page 6, that the rapid develop- 
ment of this form of coverage has been accomplished with little use 
of already extensive reinsurance facilities available. 

If I recall the testimony by one of the consultants who I believe 
represented the Blue Cross at the time the Secretary spoke originally 
on this bill, he indicated that there were no reinsurance facilities of 

“2 ivate nature available to any great oo 

ixactly what is the scope of availability of private reinsurance 


sources in this type of coverage ? 


Mr. Muuer. If I may refer here, I have the membership roster of 
the conference which lists those members that offer reinsurance. I 
can read this list, if you would like me to. 

Mr. Warsvurton. Well, let me ask this: Could you, with the chair- 
man’s permission, introduce that into the record ? 

Mr. Miter. Yes, sir. 

Mr. Warsurton. And merely indicate some basis for your state- 
ment that there is already extensive reinsurance available, as con- 

trasted to the previous statement that there is practically none. 

Mr. Miuer. Yes, sir. I will submit this for the record. 
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(The matter referred to is as follows :) 


MonakcH Lire INSURANCE Co., 
Springfield, Mass., April 9, 1954. 
Hon. (HaRBLes A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 

Dear Stk: When I appeared before your committee on March 30, as a witness 
concerning H. R. 8356, I was asked to submit information relating to reinsurance 
of accident and sickness business. The information which I have been able to 
assemble since then is summarized below. 

Questionnaires were sent to 22 companies known or believed to be offering this 
type of reinsurance, At the writing of this letter the following 12 companies had 
supplied information respecting their accident and sickness reinsurance opera- 
tions. 

North American Casualty & Surety Reinsurance Corp. 
North American Reassurance Co. 
Employers Reinsurance Corp. 

American Casualty Co. 

Continental Casualty Co. 

Indemnity Insurance Co. of North America 
The Great-West Life Assurance Co. 

The Lincoln National Life Insurance Co. 
Republic National Life Insurance Co. 
Woodmen Accident Co. 

Security Life & Accident Co. 

Business Men’s Assurance Co. of America 

The first three of the companies listed operate only as reinsurers or excess car- 
riers, while the remaining companies write direct business as well as accepting 
reinsurance from other carriers. The premiums received in 1953 for reinsurance 
assumed by these companies was in excess of $11 million. While a substantial 
sum of money, this amount is small in relation to the total accident and sickness 
premiums for 1953 which are estimated at about $2 billion. It should be noted, 
however, that this total of reinsurance premiums omits the business of a num- 
ber of companies from whom information has not yet been received. Also, most 
of this reinsurance probably relates to policies insuring against accidents only or 
providing benefits for loss of time. As is indicated below, reinsurance is pro- 
vided for the various hospital, surgical, and medical expense benefits but it has 
not been possible to ascertain the proportion of the total reinsurance which relates 
to these medica! care benefits. 

As a matter of historical interest it may be noted that “commercial accident 
and health premiums written during 1934 by casualty reinsurance companies 
amounted to approximately $2,100,000.” This information and an analysis of 
the underwriting results appear in a paper by Howard G. Crane in yolume XXI 
of the proceedings of the Casualty Actuarial Society. 

The aggregate capital and surplus funds of the 12 companies listed on page 
1 exceed $300 million. 


Maximum risks assumed 
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HOSPITAL ROOM AND BOARD DAILY BENEFIT 


$20 for up to 180 days__- 

S20 for Gp te Fo Gas. ................ 
$15 for’ ap to 2 yeurs........._.. 

$15 for up to 120 days-_-_.-------~~_- 

$15 for up to 90 days....._..---- 
$15—Limit not stated____._.._______ 

$14 for up to 90 days_..._..._________- 
$9 for up to 100 days____----_- 

Not stated 

Not issued 


be et et et st et et 


MISCELLANEOUS HOSPITAL EXPENSE LIMITS 
$1,500 
$600 
$500_- 
$300_- 
4. 
See otic 
Not stated 
Not issued__ 


fe pe a bet ND ed et 


SURGICAL EXPENSE MAXIMUM PAYMENT 


Not issued__ 


$5,000__ 

$3,750 

$1,000 ae . 
RG Rs armenian es 
Not issued 


Some companies indicated that reinsurance would be considered for amounts 
in excess of the limits indicated if requested by any responsible insurer. 

All of the companies responding indicated that they would accept reinsurance 
on either the group or individual basis. Three companies indicated that they 
offered reinsurance on a stop-loss basis. Under this plan the reinsurance covers 
losses in excess of a stated aggregate amount or in excess of a stated loss ratio. 

Ten of the companies indicated that they offered reinsurance on an excess 
hasis. On the excess basis payment is made for losses in excess of stated limits 
on individual risks. 

Six companies indicated that they offered reinsurance on a catastrophe basis, 
that is, to provide protection against disasters involving several insured lives. 

In response to a question as to whether reinsurance has been or would be made 
available to Blue Cross-Blue Shield plans or cooperative medical plans, one com- 
pany stated that it had solicited such plans but without positive results. Four 
companies indicated that they would be receptive to any proposal to provide such 
reinsurance. It was generally indicated that the companies would gladly give 
consideration to any sound plan of reinsurance involving longer or larger benefits, 
new types of benefits, or other elements of experimentation. 

In addition to the companies listed above whose information on reinsurance 
has been summarized, published sources indicate that the following also are 
engaged in this business. 

General Reinsurance Corp. 
Secured Casualty Insurance Co. 
Standard Life and Accident Insurance Co. 








186 HEALTH REINSURANCE LEGISLATION 


Sterling Insurance Co. 
West Coast Life Insurance Co. 

I hope that this information will be of value to you and the other members of 
your committee. 

Respectfully submitted, 
JouN H. MILLER, 
Vice President and Actuary. 

Mr. Mutter If I may offer an observation there, I can understand 
the previous »iatement because, as I mentioned, although a number 
of companies do offer and do write to a limited extent this reimsur- 
ance, its use has been so limited that I do not think it is widely known. 
So I can understand a person having the impression that it is prac- 
tically nonexistent. 

Mr. Warsurton. Let me ask you this then, if I may, sir: Is there a 
difference in the type of coverage offered by the organizations you 
represent and that offered by the Blue Cross, solely, for example, to 
the point where there would be more reinsurance in your field than 
in this specific Blue Cross field ? 

Mr. Mutter. Yes; I think that is correct. 

Mr. Warsurron. What is the reason for that ‘ 

Mr. Mitter. The insurance companies issue, in addition to hospital, 
surgiotl, medical expense insurance, the so-called disability benefits 

r loss-of-time benefits. Also, as I mentioned, they have gone into 
the major medical expense field and in the hospital, surgical and medi- 
cal there has been more flexibility. 

The other plans have a standard plan generally, or, perhaps 2 or 3, 
whereas an insurance company vil; particul: wly in the group field, 
tailor make a — y almost to any specifications that the employer or 
the employees, or the employer and the union may agree upon. 

Mr. Warevrton. So that there actually are two separate areas, one 
where reinsurance might be available and not used, and one where 
reinsurance might be used and not available; is that a true statement ? 

Mr. Mier. Yes. 

Mr. Warsurton. And, the Blue Cross type of plan would be that 
type wherein reinsurance might be used if available, but it is not avail- 
able; is that a fair statement? I use that only as an example. I 
recognize that it is a difficult question, 

Mr. Muze. I do not think that I should answer that from the Blue 
Cross standpoint. 

Mr. Warsurrton. As to the use of the type of coverage that I am 
referring to. 

Mr. Mitter. There are differences there. 

Mr. Warsurton. Thank you. 

Mr. Hesettron. Mr. Chairman. 

Mr. Hate. Mr. Heselton. 

Mr. Hesetton. Mr. Miller, I think the young ladies from Smith 
College would be interested in knowing that you are a resident of 
Springfield, and therefore a neighbor of theirs. I want to personally 
commend you for the type of statement you have made here thus 
morning. 

I re: adily appreciate how difficult the proposition is for you. It cer- 
tainly is a difficult problem for us. 

On the other hand I think there are reasons for continued consider- 
ation of the bill and possible submission of any language that you 
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might have to offer which you or your associates might think is help- 
ful. I feel quite confident that the administration ‘would appreciate 
that sort of contribution. 

As you know, there are some 6 or 7 consultants, including Mr. Eddy, 
and others, from Massachusetts and Connecticut who worked on this 
program. I think possibly we might agree on what has been described 
as enthusiasm as to the bill itself. I think everybody can agree that 
its objectives are sound. 

The only question is how to arrive at them. I like personally your 
statement to the effect that we are concerned with reaching a goal 
more than looking back over the road that we have traveled. 

I do not say this in any criticism at all of your group. I think that 
you have done excellent work. I think, however, you do recognize 
that the committee and the administration, and the country as a whole, 
is confronted with a very challenging problem and one that is such 
that it is not possible to expect private industry, as such, to completely 
take over today. 

You have to operate on a cautious basis in a sense. You have your 
responsibility to the people who have.invested in the company and you 
have your responsibility to the policyholders, and you cannot experi- 
ment as definitely, perhaps, as much as you would like, per haps, if you 
were given some assurance that that would not meet financial chaos. 

Last Friday, Mr. McNary appeared before the committee and testi- 
fied in favor of the legislation. He indicated that—he was speaking 
for the Blue Cross and for the American Hospital Association—and 
he told us that as of last December there were 43 million people in 
the United States who were members of the Blue Cross; that there 
were about 5,500 hospitals who were members of the American Hos- 
pital Association and he estimated approximately 100,000 physicians 
were on the staffs of those hospitals. I discussed with him one phase 
of the program in terms of a possible useful result. 

He indicated that in Michigan, the high-rate State in their pro- 
gram, that it cost a family to insure under the Blue Cross, I believe, 
$19.10 a month and that led me to ask him if most of their coverage 
was not a group coverage and if they did not have trouble in covering 
individuals. 

He said it was true that most of it was group. 

Then I asked him if they had this type of reinsurance, could they 
possibly more quickly reach out in the individual field covering more 
people who would like to be members of the Blue Cross but could not, 
because there was no association or group that they could be insured 
in. He said he thought that that was true. 

If I may say so, he stresses the fact, and Mrs. Hobby, and the admin- 
istration stresses the fact that this is entirely voluntary—no one is 
forced to go into it. 

There is the further fact that the Secretary must find that there is 
not adequate coverage from private sources on a comparable or at 
comparable rates. 

[ understand that what you and Mr. Priest talked about is certainly 
true. It is mighty difficult to write legislation of this kind and on 
the one hand, keep it from being quite broad and wide, on the other 
hand tying it down so that they cannot accomplish their objectives. 

Let us go for a minute—this may not be an entirely fair question, 
but I would like to have an answer if I could from you. Let us assume 
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that the people vou represent and have been talking about would take 
advantage of this program. That would not handicap it. I agree 
that a part of the end result must be in terms of your cooperation ; but 
assuming that you do not want to go in with it initially, and then 
taking into consideration what Mr. McNary has said to us as to a 
group already covering 42 million people in this country, and_ the 
Hospital Association, with as many hospitals as they have in their 
group, if they feel that there is an incentive here and a possible useful 
result in covering people who are not now covered, do you think that 
should be a factor that the committee should take into consideration ? 

Mr. Murr. Yes; unquestionably. 

Mr. Hesetton. I thought that you would say that. oa: 

We have had this problem placed before us in a very realistic 
fashion. 

During the series of hearings we had last summer and early fall, 
it was developed that there is today, without any question, a very 
large group of people who suffer in their families what we call catas- 
trophic illnesses. 

Mr. Mitre. Yes. 

Mr. Heseuron. It is a major problem. It wipes out the resources 
of the people who are hard-working Americans; who have tried to 
save and provide for the future, but this comes along and wipes them 
out. 

We have been hoping for something useful. I do not think that 
we can possibly expect the insurance people themselves to take on 
risks that would be involved in that type of thing. However, as I 
understand it, these people who have worked with this in the Depart- 
ment, and they are specialists who have worked there, do have a major 
degree of confidence that a program can be worked out and a pre- 
mium could be set after the first 5 years of carriage so that the fund 
would be self-sustaining, so that we could more rapidly cover the 
people who I think we all agree should be covered, if we can do it. 

As I see it, if they are covered under this plan, that could be of 
benefit to the insurance companies, because they would have the benefit 
of these experiments. 

I am sure—and I say this without any intention of upsetting my 
friends on the left—I am sure we all agree, at least in the next 2 years, 
there is going to be no disposition on the part of this administration 
to do anything but assist private industry in meeting these very real 
and tragic problems. 

I feel confident that you and all your associates believe that, too. 

I do hope that as a result of the work we have done and will do, 
and the work you have done and will continue to do, you will make 
available to the committee any suggestions that might, in your 
opinion, make this a better bill. F 

I appreciate having had the opportunity to make this suggestion 
to you. That is all, Mr. Chairman. : 

Mr. Mack. Mr. Chairman. 

Mr. Hate. Mr. Mack. 

Mr. Mack. I would like to follow through on questions asked by 
Mr. Priest and Mr. Heselton, as it does appear that there are certain 
weaknesses in the program. I am very much interested in your state- 
ment on page 2. There you mention that— 








bas: 


sc aie AO RAL ARBOR 


HEALTH REINSURANCE LEGISLATION 189 


insurance is beyond the reach of those of our citizens who do not have the 
purse to pay the premiums; their needs, we believe, must be handled by assist- 
ance at the local level. 

I presume that you are speaking of a continuation of the present 
system that is offered to them on the local level; is that correct ? 

Mr. Muuer. Yes; with any improvement that could be effected. 

Mr. Mack. You do not have any suggestions at the present time 
as to how it might be improved, in handling that category? What I 
am speaking of is the group I think you referred to, and that is the 
group that we hear of so often; that is, those who need insurance the 
worst do not have it. And, my question is this: Do you feel that this 
reinsurance program will alleviate this condition or will in any way 
assist in this category ¢ 

Mr. Miter. I do not feel that I could say that it would not do that, 
although, as has been pointed out, reinsurance does not basically reduce 
the cost of insurance, and it is not clear to me just how it would help. 
It might have some influence in that direction, but not a direct result 
of the reinsurance program. 

Mr. Mack. Well, then, in your second paragraph, you mention the 
question of older persons. Do you feel that the reinsurance program 
as you understand it would have any effect on them or alleviate that 
condition ? 

Mr. Miter. Conceivably it might encourage some companies that 
are not already doing so to go into this field of the aged. However, 
there is a rapidly growing tendency to take care of that and there is 
one observation that I would like to make, if I may, in that respect, 
and that is that there seems to be an assumption frequently made that 
to the extent people do not have insurance it is unavailable to them. 
I have mentioned here the evolutionary process through which insur- 
ance has developed to its present state and which we confidently feel 
will carry it to its ultimate objective. There is that same evolutionary 
process in the attitude of the public itself. As has been pointed out 
through 1 study—that of people over 65, or 65 and over, that about 
26 percent of the noninstitutionalized population in that age group 
have insurance. Some would assume that others do not have it because 
they cannot get it. 

If I may offer a couple of bits of evidence to the contrary, I would 
like to tell you the experience we have had in my own company in 
attempting to do more among the aged groups. Our principal poli- 
cies provide disability benefits with incidental hospital benefits, and 
because of the general practice of retirement at age 65 or thereabouts 
these policies provide for termination at some specified date—usually 
65, sometimes 70. One thing that has bothered us in writing termi- 
nation letters to these people, particularly if they have been so fortu- 
nate as to have had no sickness, is the recognition that they have paid 
a lot of money in premiums and now we are cutting them off. So 
for the past several years we have followed the practice of writing to 
those who apparently would be uninsurable and telling them that 
under the terms of their policy they would be terminated at a specified 
age and explaining why income insurance is not carried beyond that 
age. We find that their need for hospital, surgical, and medical ex- 
penses continues and we offer them the opportunity to apply for a 
policy providing these benefits alone without the loss of time benefit. 

467896418 
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I checked recently and in the past year, 1953, we made 950 such offers 
and there were acceptances and policies issued in, I think, 144 cases— 
a little less than 30 percent. 

Mr. Hesevton. I did not understand tnat. 

Mr. Mriier. Approximately 30 percent of the people who received 
this offer accepted the insurance, indicating that the others either weré 
not interested or perhaps they had reached the point where they could 
not pay. Wedo not know. But there was an indication that these 
people are not, in many cases, going without insurance because they 
cannot get it. 

Another example that bears out the same thing was a recent incident 
where a man came to see us and said he was representing the com- 
mittee of an association of retired men and they were interested in 
getting some plan of hospital or surgical insurance. We considered 
the matter and felt that since this group had associated itself for 
social and recreational purposes and not in order to get insurance and 
we probably had a fair cross section of the older population and so 
we offered them a plan with an alternative. We said, “If we can get 
75 percent of your members to enroll, we will issue this to all mem- 
bers, and to their wives, on the same basis without evidence of indi- 
vidual insurability. If, however, you cannot get 75 percent to enroll, 
we will issue the coverage on the basis of individual screening or test 
checking for insurability.” They were very pleased with the program 
we submitted. They checked with other insurance companies and 
were told that it was a favorable proposition. They then put it up 
to their members and this same gentleman came back a few weeks 
later looking very disappointed and apologized for the time we had 
taken and said there was just almost no interest in it, that some of the 
members were already covered through continued group insurance 
or the Blue Cross and that only about a half dozen had evinced any 
real interest. j 

Trying to reconcile that in my own mind, I concluded that this 
desire for insurance is something that has to be developed. 

Now, the younger people today present a different picture. Many 
of them come into the world and the first thing that happens is that 
insurance pays a part of the hospital bills. Through childhood in- 
surance pays for their accidents, tonsillectomies, and then, when they 
get a job, one of the first things they hear is the benefits of insurance. 
I think as the younger generation, who have become so familiar with 
insurance, develop into the older age groups we are going to see 
a much greater use of insurance. 

I just wanted to take the liberty of making those comments because 
I think that it is too often assumed that the absence of insurance indi- 
cates an absence of the availability of insurance, whereasc it might be 
the absence of desire on the part of the individual to secure it. 

Mr. Mack. I think it commendable that you are interested in 
that area and that you have taken those steps. However, this rein- 
surance is my question. In your opinion, will this legislation take 
care of that particular category ? 

Mr. Miter. It could be helpful in encouraging companies to follow 
the lead that has already been set by other companies in doing more 
in that area. 

Mr. Mack. You mean after the legislation is drawn up and passed 
and the Secretary determines how it will be administered, there is a 
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remote possibility that it might be of assistance in this field? Is that 
right ¢ 

Mr. Miter. I would not like to characterize that as remote. There 
are, I guess, as many as 800 different companies in this field and 
they have their individual ideas and policies of management, so that 
it is impossible at this point to predict how many companies would 
make use of it and in what way. 

Mr. Mack. There is a possibility that they might be interested in it 
after the legislation is drawn. I will put it that way. 

Mr. Miter. I think that is a fair statement. 

Mr. Mack. I must commend your statement. I think it has been 
rather consistent with the statements that have been made here as 
far as the effectiveness of this program is concerned. I am going to 
ask this question: Would it be fair to conclude from your statement 
that the Hobby reinsurance proposal probably would not do any 
good, but you hope that it will not do too much harm ? 

Mr. Mixxer. I do not feel that I would want to predict the extent 
to which it might be helpful or the problems that it might create. As 
I mentioned before, it is a completely new concept of the use of re- 
insurance and very difficult to evaluate. There is no question what- 
ever in my mind about the desirability of the objectives, or the fact 
that it has been conceived to reach those objectives ; but it is impossible 
to predict how the management of 800 different companies might re- 
act to it or implement it. I would not want to undertake to say. 

Mr. Mack. I do not believe any of us question the objectives. The 
question arises as to whether the reinsurance program will carry out 
those objectives or not. There seems to be a definite question in the 
minds of most everyone who has testified before our committee as 
to whether it would. 

I have no further questions. 

Mr. Sprincer. Mr. Chairman. 

Mr. Hae. Mr. Springer. 

Mr. Sperincer. Turning to page 3 of your statement, Mr. Miller, 
at the top of the page is this sentence: 

Most important is the necessity to expand as far as possible the areas in which 
insurance is effective and to minimize the areas which insurance does not reach. 

Now, is it your thought that those areas which insurance does noi 
reach, such as the indigent, the unemployed, the physically handicap- 
ped, and the old people, is to minimize those areas? Is that your 
intention ¢ 

Mr. Mriuer. Insurance can minimize those areas to some extent. 
Of course we recognize that insurance has no function for the person 
who is destitute, or on relief, or receiving public assistance. For the 

borderline case, the people who cannot or will not pay premiums, I 
think much can be done in two ways: One is to reduce the cost as much 
as possible, which is our constant endeavor. The other is to promot 
the business in such a manner as to extend the knowledge and appre- 
ciation of the public concerning it so that people will budget in order 
to pay for insurance. There are many snake who say they cannot 
buy insurance who actually would buy it if they were completely sold 
on it. Hence I think we have got the dual responsibility of making 
insurance as inexpensive as we can and of developing a public-relations 
program that will make people desire it and consider it an essential 
part of their budget. 
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Mr. Sprrncer. Well, the American Medical Association in testify- 
ing before this committee some weeks ago defined indigent people as 
a person unable to pay for his own medical care. 

Now, I am not going to dispute the number or the figures, but I 
believe that the statement was that there were up to 12 or 15 million 
people who are medically indigent. Maybe they get enough food and 

clothing and shelter, but they are medically indigent. 

You do not have any plan at this time to suggest that this reinsurance 
program could be expanded to cover those people, do you? 

Mr. Mitxer. No; I have no suggestion there. 

Mr. Srrincer. Your only suggestion then is contained in the state- 
ment on page 2 in which you state as follows—and I think that you 
refer to it in paragraph 3: 

With this there must be acceptance, at least to some extent, of the use of 
subsidies in those areas. We believe that any such subsidy should be applied 
directly and openly and should not be obscured. 

Now, how do you mean to apply those subsidies ? 

Mr. Mutzer. We have in mind substantis uly the continuation of the 
present system of public assistance. There are a number of features 
in the administration’s total health program that go toward improving 
that as we see it—the construction of additional facilities; the estab- 
lishment of diagnostic centers—all of those things would go to the 
improvement of our existing system for taking care of those, ¢ at public 
expense, who are unable to pay their own bill. 

Mr. Sprtncer. Have you heard any of the testimony given here, 
Mr. Miller, on those questions ? 

Mr. Mutter. Aside from the reinsurance? 

Mr. Srrincer. Yes. 

Mr. Miuturr. No; I have not. 

Mr. Sprincer. Well, that is rather a program sometime in the 
future. Now, I am going to take diagnostic centers as an example. 
I doubt if in my own community, which is a rather prosperous, con- 
servative cross-section of America, I doubt if there would be any 
interest in that community in building a diagnostic center, issuing the 
bond issue, to promote that diagnostic center at the present time. 

Now, with that in view, I am “wondering about these people who 
are in the classification of the 12 million or 15 million people who are 
medically indigent. I do not believe that that program is going to 
touch those people too much. At least it is not going to give them 
medical care, which they are going to have to have. 

Do you think then you could “apply this reinsurance program to 
accept the risks of those people? 

Mr. Miter. I do not see where it would help them. As I under- 
stood the presentation of this reinsurance program it was not intended 
to cover those who cannot pay the premiums. 

Mr. Sprrncer. That is true. I am not disputing the Secretary on 
that fora moment. I think that she made that very clear. But my 
point to you, as an expert in this field is, Do you think it is possible 
to expand the reinsurance program to cover that ? 

Mr. Muzer. The basic purpose of insurance is to spread a risk 
which otherwise would be individually borne. You and I carry insur- 
ance so that the other insured in the group will share these expenses 
that can suddenly and unexpectedly come. If individuals do not have 
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the money, if they are not going to be able to pay these bills anyhow 
and the public is going to have to pay them, then it is difficult to see 
where insurance serves any purpose. 

Mr. Springer. Let me ask you this, and this is all in the example: 
Do you suppose that the local community—and I am talking about the 
township level—could purchase a policy of reinsurance under this pro- 
gram to insure the medically indigent in Smith Township, for 
instance ¢ 

Mr. Miter. I do not see where that would serve any purpose unless 
the number of people in that township were so small as not to con- 
stitute an insured group. The provisions through insurance would 
not reduce the loss. Now, if you had two very small townships, both 
of which were insured, it might be that one would save a little on 
insurance and the other would lose a little. 

Mr. Sprincer. Let me ask you this: Suppose you purchase through 
the county board of commissioners for the entire county. Is that 
reasonable? Could you make that part of this reinsurance program ? 
That is, buying a policy through a private enterprise company. 

Mr. Mitier. That would be possible either with or without rein- 
surance. But again I do not see what would be accomplished because 
in most local units you have enough people to give you a spread of 
risk and if the local entity, namely, the local welfare board or local 
taxpayers are paying the aggregate costs, it is pretty much the same 
whether it is expressed in benefits or in premiums for those benefits, 
as an average, by having a group of people in the community. 

Mr. Sprtncer. What I am thinking of is this, giving them the same 
kind of coverage and right to medical benefits that [ would have if I 
had an individual contract with your company which is reinsurable 
under the provisions of this bill. Do you not think there is some merit 
in that? 

Mr. Mrutrr. The difficulty would be that now the medically in- 
digent are not identified until the loss occurs; that is, these so-called 
indigents, as I understand the term, are not on assistance, they are 
just getting along, paying the grocery bill with nothing left over for 
insurance. When illness strikes, they then have to go to the welfare 
board. 

The problem would seem to me to be in administering the type of 
program you outline. You would have to determine who the medi- 
cally indigents are in advance of the illness in order to insure them 
under a plan. Somehow or other you would have to screen your entire 
community and determine who is going to be protected under the 
community plan and who is going to be expected to go out and pay his 
own premiums. If I understand the proposal it would seem to me that 
is what is presented. 

Mr. Sprincer. You mean that you would have to have a specific 
number of people insured ? 

Mr. Miter. If it is going to be a matter of insurance. If it is going 
to be just a matter of what we might term claim administration with- 
out the insured—in other words if you are not going to know who is 
insured until they become sick or injured—then that problem would 
be removed and it would simply mean instead of the welfare depart- 
ment handling it the case would be certified to your insuring agency 
which would be carrying the burden for the actual benefits paid plus 
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the administrative costs. That would not, in my opinion, be in- 
surance. It would be the utilization of an insurance facility for the 
administration and determination of claims and payments for hos- 
pitals or doctors. It would be an administrative procedure rather 
than a risk-spreading procedure. 

Mr. Springer. Do you not think that under this type of plan, Mr. 
Miller, it would give you more in care ? 

Mr. Muer. Conceivably it would. 

Mr. Sprincer. I am thinking now, in many communities where, 
due to the poorness of the community, people who are classed as 
medically indigent; that is, whether or not the supervisor would give 
them assistance or not is entirely different from another township. 
I can into one community in my own State in Illinois, where I 
know that the township supervisor would not give assistance for what 
is termed “indigency” ont in another county where I know that a 
person probably would be classed as a medical indigent and would be 
supplied with medical care. 

I am just wondering if that is not at least the point of the fact on 
the solution of the problem of how you are going to get at this group 
of people which are not covered by this bill. 

That has been my continual problem and I have asked all of those 
who have appeared here what we are going to do about these people 
who need it and do not have any way of getting it. 

Mr. Murr. Conceivably that would improve the administration 
and provide a more standardized grade of medical care. 

Mr. Sprtncer. Let me ask you this further question, Mr. Miller. 
If you had that type of program, what is your cost going to be? 

Mr. Mruier. The cost of such a program, if each community bears 
its own costs, would be the cost of the benefits ; that is, what you finally 
pay to the doctors and other personnel, plus the administrative costs, 
plus the hospitals. Now, if you apply the same plan countrywide or 
statewide, that cost would be averaged and might change the pattern 
from community to community. If you let each community stand on 
its own, then eventually it just pays its own direct costs plus the 
administrative cost. 

Mr. Srrincer. Would not this be a reasonable feature of this par- 
ticular biil as applied to that situation? Would not that cover any 
doubt you have about this whole plan, that is, this taking care of three- 
quarters of the unusual losses? 

Mr. Miuier. Well, the reinsurance plan 

Mr. Sperincer. Would not that make it attractive to you as an in- 
surance company / 

Mr. Mutter. The plan as I understand it intends to be self-support- 
ing, which means in the long range that the reinsurance premiums 
must equal the benefits or vice versa. It does not, as I understand it, 
inject any new or additional money into the insurance problem. It 
is just a further spreading of the risk. So, if one company is to be 
relieved of a loss that might otherwise stand, that must inevitabl 
be translated into increased costs to other companies, if it is self- 
sustained. So that you are bringing more companies into the partner- 
ship in effect, but you are not getting any additional resources in it. 

Mr. Srerincer. If your premium is paid by the county or the com- 
munity your plan would still be self-supporting, would it not, if your 
theory is worked out ? 
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Mr. Mixier. Yes; it would have to be. 

Mr. Sprincer. So there would still be no loss to the fund provided 
it was done that way. 

Mr. Mitier. Yes; if the fund were self-supporting, but the oe 
that is being raised is how that would help in the aggregate, because 
your premiums would have to equal your losses, however they are 
comet or determined, if both the insurer and reinsurance pool are to 
be self-sustaining. 

Mr. Sprincer. But the point I am making is that it would make it 
attractive to you by virtue of the fact that your loss is reinsurable 
under this plan, even to the township or the county plan. 

Mr. Mrizer. As I mentioned before, in the time available we have 
not been able to arrive at any final conclusion on all of these points; 
but in the plan you have mentioned, in the taking care of the com- 
munity, you are getting an inherent spread of the risk that would 
hardly need the further spreading through reinsurance. 

Mr. Springer. Your spreading of your risk, if you took in this group 
of 12 or 15 million people, your spread of risk there is such that you 
need no additional funds in this reinsurance insofar as the develop- 
ments are concerned ? 

Mr. Mixter. Yes, sir. One thing that is peculiar to the health and 
accident business is that, because of the high frequency of claims, you 
do not need as broad a spreading as you do in other lines of insurance. 
We have a claim frequency, depending upon the type of coverage, 
of anywhere from 8 percent, 8 claims per hundred policies yearly, up 
- as much as 30 percent or even higher. So, you have a larger num- 

ber of claims than you would in other lines oP i insurance, like life in- 
surance, which would be a very small basis on which to spread your 
risks. I have seen examples among very small insurance companies 
and fraternal] societies with two or three thousand members, where 
they have gone along with a very stable experience without the use 
of reinsurance. Of course it is a fairly limited benefit I am talking 
about. 

Mr. Sprrncer. Mr. Miller, just one further question. Do you have 
any suggestions of your own—TI have just merely brought up one 
which I thought of—as a way of getting at this question of spreading 
benefits evenly among all of the people, even among those who cannot 
afford it and who are medical indigent, to give them the same type 
of medical care I would get or you could get under a contract with 
your company ? 

Mr. Miter. I think your objective is highly desirable and I can 
see the possibility that it could be adopted through the mechanism 
of insurance, but it would not be because of the operation of the in- 
surance feature as much as it would be the administrative mechanism 
and it would seem to me that the same objective could be accomplished 
more directly simply by studying the administration of these welfare 
cases and setting up standards and criteria minimums that would 
have to be adhered to. 

Mr. Sprincer. That is not a very practical thing, if you have ever 
been in local politics, Mr. Miller. That thing just does not work out. 

Mr. Mixer. I know that it is a very difficult thing. 

Mr. Sprincer. Thank you very much. That is all, Mr. Chairman. 

Mr. Rogers. Mr. Chairman. 

Mr. Hate. Mr. Rogers. 
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Mr. Rocers. I notice that you say: 


We believe that any such subsidy should be applied directly and openly and 
not be obscured. 

Just what do you mean by that ? 

Mr. Mier. That is the general statement of policy on the matter 
of subsidies. We recognize “that where insurance cannot operate, be- 
cause of inability of people to pay or because of the fact it is un- 
securable, that it should be recognized as a cost that the people must 
bear and the direct way is to do it through taxes. We do raise the 
question, as was emphasized in the earlier questioning, that this bill 
does provide for the payment of administrative expenses for 5 years. 

Mr. Rocers. You further say on page 7: 

Among the principles expressed or implied in the bill are: 

1. Participation in its operation to be on a voluntary basis; 

2. Reinsurance is to be offered only when not obtainable from private sources. 

Mr. Mixer. Yes. 

Mr. Rocers. Well now do you believe that if it is in the interest of 
insurance companies to reinsure, that they would turn this down? Is 
not that an implication that if the Government gets into this business 
they are going to lose money ? 

Mr. Mier. No. The question raised there was this; that the bill 
states that reinsurance would be offered only when not obtainable 
from private sources on similar conditions—I do not remember the 
exact language. 

Mr. Rocers. Under private industry they would obtain it if it were 
a good risk, would they not? That is what I am getting at. Or, 
would they ¢ 

Mr. Mritier. One question which has come up is this one that is 
involved in all matters of governmental regulations. The govern- 
mental reinsurance program, as we understand it, would for 5 years 
have no direct expenses to bear and presumably there would be no 
premium tax, whereas the private reinsurer must meet both his ex- 
penses and his taxes. Now, in determining whether reinsurance is 
privately obtainable, on equal terms and conditions, the question 
arises as to whether allowances would be made for the expenses and 
taxes which the private reinsurer pays. 

Mr. Rocers. What would be your judgment, in order that the Gov- 
ernment might not get into the reinsurance business? That they pro- 
vide a loan fund to these companies that do write reinsurance? Do 
you not think that the private companies could handle it and that they 
could make more money under that plan than they would by welthag 
the Government into it? 

Mr. Mixer. As far as the need of additional working capital is con- 
cerned, we do not see that there is any. These companies by and large 
are in excellent financial condition and are able to finance their own 
experimentations. 

Mr. Rocers. Well, they are going to take the risk that they would 
not take now if the Government gets into it? 

Mr. Mitter. That, I do not think, we can answer generally. 

Mr. Rocers. What is the need for the Government getting into it 
then? If you say that the private companies have got plenty of money 
to reinsure, what is the need for the Government getting into it? 

Mr. Miter. That is one of the questions that is really at the core 
of this whole subject and one which we had in mind in saying we just 
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have not had time to evaluate this entire program. That is one of the 
doubts that has been raised in many people’s minds. We just are not 
prepared to answer for the industry categorically. 

Mr. Rocers. Let us say that the purpose is to obtain coverage. 
Would it not be just a little bit better for the private companies to bor- 
row the money than for the Government to come in and become a 
reinsurer ¢ 

Mr. Mixxer. I am sorry but I am not sure that I entirely understood 
the question. 

Mr. Rocers. Well, I mean, in other words, if the Government would 
set up a loan fund of say $25 million. 

Mr. Miutrr. Yes. 

Mr. Rocers. And lend that to the reinsurance companies at a small 
rate of interest or say nothing, we could save money instead of the 
Government getting into the business. Do you not think that would 
be so? 

Mr. Mitier. I think that is a very interesting alternative. I do not 
feel that I can comment on that. 

Mr. Rogers. You know, we are not so very careful in spending money 
when the Government is providing it from taxes, but as a private enter- 
prise, it is to the interest of your companies to save your money. I 
just wanted your observation on that line. That is all. 

Mr. Mitter. I think that is a very interesting alternative, but going 
back to the statement that I have made, our feeling is that the rein- 
surance resources are already adequate and that progress is being made, 
and at a rapid and accelerated rate, through individual experimenta- 
tion. So, the question really comes down to whether this proposal 
would further accelerate what is already being done. 

Mr. Rogers. Thank you. Mr. Chairman, that is all. 

Mr. Petiy. Mr. Chairman. 

Mr. Hate. Mr. Pelly. 

Mr. Petty. Following through on what Mr. Rogers said, Mr. Miller, 
1 think that the record shows that Mr. McNary, representing the 
American Hospital Association and the Blue Cross, indicated that an 
organization such as the Blue Cross would hesitate to reinsure with 
private companies because of the competitive feature between the two. 

Now, Mr. Miller, I would like to clarify a little bit as to whether or 
not reinsurance actually does exist now. 

I think my colleague (Mr. Warburton), who had to leave the com- 
mittee, asked you to put into the record a list of concerns that do offer 
reinsurance. 

Could I ask you if there are any on that list which confine themselves 
to reinsurance? 

Mr. Murr. Yes, sir; there are. 

Mr. Petuy. In other words they would not be then competitive in 
the direct selling field. 

Mr. Miruer. That is correct; yes, sir. 

Mr. Petuiy. I would like to ask you, Mr. Miller, also if the sales 
representative of the private insurance companies have ever explored 
with some of the health plans that exist—-and I have in mind the very 
comprehensive plan of the Teamsters Union in St. Louis, the HIP, 
in New York, and the Kaiser Foundation and others—have they ever 
explored with them the possibility of increasing the icomprehensive- 
ness of the health service through reinsurance. ? 
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Mr. Mirier. You mean the possibility of increasing the health serv- 
ice of such organizations as HIP ? 

Mr. Petuy. Yes. 

Mr. Mier. Not that I know of. It is entirely possible that such 
consideration has been given, but I am not aware of it. 

Mr. Petty. Mr. Chairman, I think I should correct the record in 
which I have been guilty of repeating what I believe to be the cost 
of reinsurance through Lloyds. I kept referring, in frequent ques- 
tioning, to the fact that the New Jersey Blue Cross had taken out a 
policy and I misstated the premium. I stated $3,000. It was many 
times that. I think the record should be corrected. I believe the 
premium on that insurance was closer to $10,000 or $14,000. 

But, I would like to get your opinion, Mr. Miller, as to whether or 
not reinsurance now exists for Blue Cross and health plans that com- 
pete with private insurance companies that would meet the objectives 
that this legislation contains. 

Mr. Miuuer. Reinsurance does exist and is used to a rather limited 
extent. I know of no case where the Blue Cross or Blue Shield or- 
ganizations have made use of it. There may be such cases. 

Mr. Peuxy. I think I should restate my question. Does any policy 
or any plan of reinsurance exist today which would meet the objec- 
tives of this legislation which are to speed up and broaden the coverage 
that we now have. 

Mr. Mier. I think the existing reinsurance works in that direc- 
tion. However, most of the reinsurance of which I am aware, is on 
loss-of-time benefits rather than hospital benefits. 

Mr. Hesevron. What was that? 

Mr. Mutter. I think most of the loss-of-time benefits, cash benefits, 
are covered. But it is available for others, and I believe used to some 
extent. 

Mr. Petty. But I am thinking more in terms of pioneering and in 
the fields that have more risks. 

Do you know of any reinsurance which would expedite the objective 
of this bill? 

Mr. Mutter. I am not sure that I know of any examples, but the 
reinsurance companies are as eager for business as any insurance com- 
pany is and are very willing to consider any kind of a proposal. Ifa 
small company or a company with a little experience were to go to a 
reinsurance company and say, “We would like to get into the major 
medical field” or “We would like to extend our 90-day hospital bene- 
fits to 180-day limit,” I am sure that they would find a company that 
is very desirous of sitting down with them and trying to work out an 
arrangement. 

Mr. Peuiy. I would like for you to ascertain and maybe submit 
later for the record if there are any programs or reinsurance plans, 
which you think might exist today, which would help toward the ob- 
jectives of this legislation and possibly make it unnecessary. 

Mr. Mitxrer. Yes. 

Mr. Petty. Thank you. That is all, Mr. Chairman. 

Mr. Youncer. Mr. Chairman. 

Mr. Harz. Mr. Younger. 

Mr. Youncer. I have a couple of questions, Mr. Miller. 

You made the statement that if a small company wanted to get 
into a field, for instance, or extend their coverage say to 180 days of 
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hospitalization—undoubtedly you have in mind that 180-day lumita- 
tion is insurable now—I mean that is recognized as an insurable 
limit? 

Mr. Miuier. Yes; there are many plans that do so provide, or 
even longer. 

Mr. Younorr. But, if the company wanted to say, “We would like 
to eliminate any limitation on hospitalization, any number of days,” 
do you think that any of the reinsurance companies would take that 

risk today # 

Mr. Miter. That, I think, would depend upon the conditions. If 
the coverage was so broad that that might lead to lifetime benefits of 
the chronically ill, it might be insured, but it would be pretty expen- 
sive. I would not like to say. 

Mr. Youneer. That is the point. I think there is plenty of evi- 
dence that there is reinsurance for recognized insurable risks, but this 
bill, as I conceive it, is not interested in reinsurance of what is con- 
sidered today insurable risks, because that is not needed. 

Mr. Mutzer. Yes. 

Mr. Youneer. The purpose of this bill is to take a risk and reinsure 
a risk which today is not a recognizable insurable risk; but by experi- 
ence may prove to be an insurable risk. 

Mr. Mivurr. Yes. 

Mr. Younecerr. I think you would substantiate the statement, the 
statement that you are covering today many risks which probably 5 
years ago or 6 years ago or 10 years ago, because of lack of experience, 
was not a recognized “insurable risk. Is that not true? 

Mr. Miter. Yes; that is the record of the progress the business 
has made. 

Mr. Youncer. So that I think your testimony as to the reinsurance 
that is available today is the reinsurance that is available on the 
recognized insurable risks and that if you went to any of these carriers 
today with a risk that is not generally covered and where you are 
pioneering into a new field, such as the taking off of any limitation 
whatsoever on days of hospitalization, they wouldsay , “No, we do 
not want to write that.” I think that it has to be a recognizable risk, 
does it not ? 

Mr. Miuier. It would be a matter of degree. I think you would 
find a reinsurer which would go along with you on a step or several 
steps into the unknown. It would depend upon how far. Whether 
they would go completely into the unknown I do not know, 

Mr. Younger. But there would be a hesitancy to cover that until 
such time as experience has proven that it is an insurable risk. 

Mr. Mitier. The whole process of developing this business has been 
one of taking an experimental step, then finding out whether it was 
solid, and then, taking the next step. 

Mr. Youncer. Now, the only purpose as I see in this bill is to say 
o your company, “Now, you go ahead and expand on this new field 

ao will take the risk if you suffer a loss in your experimentation,” 
anit if it proves it is not an insurable risk then we will find out about it; 
but it may prove to be an insurable risk and to that extent it seems 
to me that it would make an incentive to spread the prepaid medical 
care faster and than it otherwise would be and into new fields that are 
not now covered. Do you think that that is a fair statement? 
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Mr. Miturr. I think the use of it would finally devolve upon the 
individual judgment of the individual company. 

Mr. Youncer. That is right; one might say that it is all right and 
we will take the risk. We will go out and pioneer in this, and then 
they could get the reinsurance and maybe 2 years’ experience would 
prove that it was an insurable risk and then the rest would go in and 
insure it, and would not need any reinsurance, because it has proven 
itself to be an insurable risk; but it is to hasten that first step that I 
conceive this bill has a purpose. 

That is all, Mr. Chairman. 

Mr. Dotiiver. Are there any further questions? If not, I have a 
series of questions here that have been suggested by a member of our 
staff that I will not ask you to answer off the cuff, Mr. Miller, because 
some of them are quite technical; but I should be very glad if you 
would care to answer these within a short time, if you are able to 
answer them, or if you care to answer them, so that we may have the 
answers for the record. 

Now, I will read these questions, not asking you to answer them at 
this time. They are: 

1. Should policies which are cancelable at discretion of carrier be 
reinsurable? 

2. What conclusions or limitations with regard to preexisting con- 
ditions on the part of the insured should be tolerated in policies which 
are reinsurable ? 

3. Should policies be reinsured which do not become incontestable 
after being in force for a specified minimum period? 

4. Should policies be reinsured which do not provide for a specified 
minimum amount of benefits (for each day in a hospital or for each 
doctor’s visit, for example) and a specified minimum length of time 
during which benefits should continue? 

5. Should policies be reinsured which do not contain a provision for 
waiver of premium in the event of prolonged illness? 

6. Should policies be reinsured which do not limit additional 
charges made by hospitals or doctors over and above benefits payable 
under policies to a specified percentage in excess of benefits payable 
under policies ¢ 

7. Should distinction be made between medical services rendered in 
a hospital and medical services rendered outside hospitals insofar as 
percentage of cost is concerned which insurer must bear himself? 

8. Should coinsurance (i. e., insurer bearing portion of cost) be 
required with regard to all insurance policies which may be reinsured 
under bill and should maximum and minimum of coinsurance per- 
centz ge be provided for in the bill? 

9. Should policies have a deductible feature so that benefits are 
payable only after deductible has been paid by insurer? 

10. Should requirement be contained in bill that individual appli- 
cations for insurance must be granted; and if so, what limitations 
should be placed on this requirement ? 

11. It is my understanding—and correct me if I am wrong—that 
under a noncancelable policy the carrier undertakes to insure the 
insured in return for a premium which remains fixed over the life of 
a policy. From the point of view of the carrier, one of the principal 
advantages of a cancelable policy is that he may vary premiums for 
such policies as experience dictates. 
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My question now to you is whether you believe to be feasible a type 
of policy under which the carrier would be entitled to vary the pre- 
mium rate not of an individual policy but of classes of policies if 
experience requires such variation but where the insured may not be 
sanceled out if he continues to pay the premium which is charged 
by the carrier for a particular class of policy ¢ 

Would you thinks that the administration’s reinsurance bill, if 
enacted, would stimulate the development of such type of policy and 
lead to the gradual abandonment of the cancelable policies as we 
know them now? 

Now, as I stated to begin with, I have not asked for an answer to 
these highly technical questions, but we will appreciate it if you will 
prepare answers at your leisure, within the time the clerk will advise 
you as to when we would like to have them. 

Mr. Murr. I would be very glad to do so. 

(The information aiaen follows:) 


MonarcH Lire Insurance Co., 
Springfield, Mass., April 12, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


Dear Sir: On March 30, 1954, the opportunity was given to me to appear before 
the Interstate and Foreign Commerce Committee to present testimony on behalf 
of the Association of Casualty and Surety Companies, the Bureau of Accident 
and Health Underwriters, and the Health and Accident Underwriters Conference 
with respect to the Health Service Prepayment Plan Reinsurance Act, H. R. 8356. 
At the conclusion of the hearing the committee placed in my hands a list of 11 
questions requesting that answers be submitted to these subsequently in writing. 
In preparing the answers which follow I have consulted with substantially the 
same group of insurance executives who collaborated in the preparation of the 
statement which I presented. Accordingly, as in the case of the statement, 
these answers may not reflect the consensus of the entire insurance industry, 
but do indicate the views of a representative group of insurance people. Rather 
than giving a categorically positive or negative answer to each question, we have 
indicated the considerations which, in our opinion, are involved and how they 
might affect the realization of the stated purpose of the act. 

1. Should policies which are cancelable at discretion of carrier be reinsurable? 

It is assumed that this question relates to policies which are not guaranteed 
renewable as well as to those which may be canceled within a policy term. If 
the reinsurance facilities provided for in the act were to be limited exclusively 
to policies that are noncancelable and guaranteed renewable at a specified pre- 
mium rate, it would be unrealistic to assume that the reinsurance fund would 
operate on a self-supporting basis, particularly since it is the intent of the act 
to encourage experimentation with new benefits and into new areas. If a sub- 
stantial volume of business were to be reinsured on a noncancelable basis, and 
if, because of inadequate data or experience upon which to determine the pre- 
mium rates, this business should develop a substantial deficit, then unless there 
were provision for charging such a deficit to the Treasury, the carriers might 
be discouraged from reinsuring any further new business since they would know 
that the existing deficit could be made up only by increasing future reinsurance 
rates above the level otherwise necessary so that there would be a profit accruing 
to discharge the existing deficit. Since the insurance companies would be obliged 
to continue the policies, despite indicated inadequacy of premiums or the develop- 
ment of unexpected losses, these deficits might coutinue for many years. Accord- 
ingly, if the Government were obligated to continue the reinsurance of this non- 
eancelable business on the basis of the reinsurance premium rates originally 
established, there would be a continuing deficit from this existing block of busi- 
ness which would be a further discouragement to the use of the reinsurance 
facilities by carriers with respect to currently issued business. The alternative, 
if the fund is to be self-supporting, would be to increase the reinsurance premiums 
on existing business but this would defeat the purpose of the reinsurance which 
is to absorb three-fourths of the excess loss which might be encountered by a 
earrier as a result of venturing into an unproven field. If such an increase were 
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possible under the act, it would offer little security to an insurer wishing to 
enter a new field. 

In this connection it is not entirely clear to us what is meant by “an extended 
reinsurance period” in section 305 of the bill, nor whether it is intended that the 
reinsurance of noncancelable business would also be noncancelable and whether 
the original reinsurance premium for such business would be fixed and guaran- 
teed, as in the case of individual noncancelable policies directly issued by the 
carriers. 

It should also be pointed out that as a rule the successful underwriting of non- 
cancelable accident and sickness insurance has been based upon experience 
obtained with similar benefits issued on a cancelable basis. Carriers might be 
reluctant to experiment on the basis of noncancelable policies, even with the 
support of the proposed reinsurance plan since they would still be subject to at 
least 25 percent of the excess losses. They might, therefore, prefer to experiment 
on the basis of cancelable policies with or without the benefit of reinsurance. 

Since it is the desire to stimulate experimentation and since policies over which 
the insurer retains some control have advantages in an experimental process, it 
does not appear that experimentation would be promoted by a limitation to non- 
eancelable forms. Such a limitation might, indeed, have the opposite effect. 

It would, therefore, appear that a requirement that only noncancelable and 
guaranteed renewable policies be reinsurable would: (@) Raise a serious doubt 
as to the possibility of operating the fund on a self-supporting basis, and (0) limit 
the use of the reinsurance program for experimental purposes. It should be noted 
that question 11 involves some of the same considerations that have been discussed 
here and that it is, therefore, desirable to read the comments on question 11 with 
this discussion of question 1. 

It may be of interest that in a recent intercompany study made in North Caro- 
lina, the annual rate of policy termination through cancellation and refusal to 
renew, together, average less than one-half percent. Some companies, by policy 
provision or as a matter of practice, are now refraining from cancellation or 
refusal to renew because of deterioration of the insured’s health, with respect to 
policies that are not specifically noncancelable and guaranteed renewable. 

2. What exclusions or limitations with regard to preexisting conditions on the 
part of the insured should be tolerated in policies which are reinsurable? 

The objective of underwriting or the selection of risks for insurance is to ob- 
tain a group of insured persons whose expectation of loss will not deviate more 
than a limited amount from the average expectation of loss of the entire under- 
writing classification of which they become a part. Where individual lives are 
insured without regard to their belonging to an employee or other group, it is 
necessary to establish standards of insurability so that the average cost for the 
entire body of insureds will not be unreasonable with respect to the best risks in 
the underwriting classification. Since not all persons will insure themselves 
voluntarily, there would be a tendency for an undue proportion of ill or impaired 
lives to seek insurance if underwriting standards were not maintained. The 
result would be either that any premium established on the basis of a cross section 
of the population would be inadequate to cover the costs of this group of insureds, 
heavily weighted as it would be with ill or impaired individuals, or it would be 
necessary to increase the rates substantially. Such an increase in rate, however, 
would make the insurance unattractive to the healthy lives, many of whom would 
then withdraw, resulting in an even higher average cost. Accordingly, in the case 
of individual policies it is necessary to exclude from coverage or to insure on a 
special basis persons who at the date of application have known physical im- 
pairments or whose medical history is such as to subject them to predictable 
illnesses and, in any event, to exclude coverage for any existing disease or im- 
pairment. To disregard these principles of underwriting with respect to policies 
which are reinsured would appear to invite an inevitable loss to the resinsurance 
pool which could only be recouped by increasing the reinsurance premium which 
in turn would require an increase in the premiums charged to the policyholders 
themselves. In group insurance this problem does not exist since the conditions or 
requirements for membership in the group are such as to eliminate or minimize 
= Ser of an undue proportion of impaired or unhealthy lives being 
nsured. 

Limitations on the denial of claims because of preexistence are now common 
as is explained in the answer to the next question. 

83. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

The uniform accident and sickness policy provisions bill has been enacted in 
32 States or other jurisdictions and may be used in all but 4 of the remaining 
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States. This Uniform Act requires that every policy other than a noncancel- 
able and guaraateed renewable policy contain a “time limit on certain defenses” 
provision which specifies that after a policy has been in force 3 years (2 years 
in a few States), the insurer may not deny a claim on the basis of preexistence 
of the cause or disease, nor void the policy or deny a claim because of misstate- 
ments in the application, other than fraudulent misstatements. The same law 
requires that noncancelable policies contain a variation of this clause referred 
to as an incontestable clause. It is believed that most policies currently issued 
contain one or the other of these clauses and that this will be true of an increas- 
ing percentage of the business. These clauses may also be used in policies 
drafted under the old standard provision law and are found in many of the 
policies issued in the States which still require compliance with that law. 

It appears that, through the sponsorship by the State regulatory officials of 
this uniform legislation, the use of these clauses will soon be a nearly universal 
requirement or practice in this country. 

4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

A requirement for minimum benefit amounts may overlook the fact that an 
insured may hold more than one policy or other evidence of protection. It is 
not uncommon for a person to buy a policy providing small indemnities and then 
to increase the benefits as he can afford to do so. Under these circumstances, 
the original policy may be for an amount that could be considered unreasonably 
small, yet represents a first step in the development of an adequate insurance 
program. Meanwhile, the modest amount of protection afforded would be help- 
ful in meeting medical expenses. Another problem that would be confronted 
is the geographical difference in the level of medical costs. There is more to be 
said, in our opinion, for minimum benefit durations than for minimum benefit 
amounts. It should be pointed out, however, that there is often a tendency 
for a prescribed minimum to become in practice a maximum. Also, specific 
requirements such as this may tend to rigidify the benefit structure and restrict 
flexibility and adaptability. The unavoidable expenses of administration make 
it uneconomic for companies to issue policies with very small indemnities, and 
competition is a constant goad toward liberalizing and extending benefits. 
These forces, we feel, are sufficiently effective to make unnecessary a complete 
series of minimum benefit specifications. 

5. Should policies be reinsured which do not contain a provision for waiver 
of premium in the event of prolonged illness? 

The provision for waiver of premium after disability has continued for from 
3 to 6 months is found in most modern noncancelable and guaranteed renewable 
policies, but is less common in forms which do not guarantee renewability. To 
the extent that noncancelable and guaranteed renewable policies were reinsured, 
it would appear reasonable to require the inclusion of such a provision. It may 
be observed that, in any policy, the failure to pay a premium after a loss has 
oecurred does not prejudice the payment of the pending claim. 

6. Should policies be reinsured which do not limit additional charges made 
by hospitals or doctors over and above benefits payable under policies to a 
specified percentage in excess of benefits payable under policies? 

It is understood that this question refers to the relationship of medical charges 
to indemnities provided under the policies and asks whether or not it should 
be required that hospitals and doctors agree to limit their charges to a specified 
percentage in excess of the policy benefits or indemnities. An agreement such 
as this would normally be a unilateral agreement by the doctors, hospitals, or 
other personnel, or organizations providing the medical services. It would not 
ordinarily be a part of the insurance contract and the insurer would not neces- 
sarily be a party to such agreements. An arrangement of this type may be 
illustrated by the Tennessee surgical plan under which a number of insurers 
offer surgical-expense insurance on the basis of a surgical fee schedule developed 
and approved by the Tennessee Medical Society. Entirely outside the terms 
of the insurance policies containing this officially sanctioned schedule, the great 
majority of the doctors in Tennessee have agreed with the society, that is, 
among themselves, that for patients within defined income limits they will accept 
the fees specified in this schedule in full payment. , 

Similar arrangements are common in Blue Shield plans. It should be noted, 
however, that with few exceptions these agreements relate to persons in the 
lower- or middle-income groups. Since the agreement by the doctors is not 
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a part of the policy, and since many different contracts and many different 
medical societies or groups would be involved, the administrative problems 
created by the requirement stated in this question would seem to be very difficult. 
Moreover, a limitation of this nature imposed by statutory or regulatory require- 
ment rather than by voluntary agreement would appear to raise questions of 
regulation of hospital and medical care and treatment. 

7. Should distinction be made between medical services rendered in a hospital 
and medical services rendered outside hospitals insofar as percentage of cost is 
concerned which insurer must bear himself? 

The purpose of coinsurance is to give the insured some incentive to avoid 
unnecessary or excessive expenditures for his health care. Presumably the 
thought that the percentage of reimbursement might be higher in the case of 
in-hospital expenses than in the case of those incurred elsewhere probably implies 
that there is a greater element of control over such services within the hospital 
than elsewhere. While this may be true, it should be pointed out that a differ- 
ential in the ratio in favor of in-hospital treatment would have the adverse 
result of encouraging in-hospital treatment where the services might be just as 
well performed in a clinic or doctor's office. Such a result could lead to over- 
taxing the facilities of the hospital and failing to make optimum use of all of the 
facilities in the community, as well as to an increase in the aggregate cost of 
medical care. 

8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bill, and should 
maximum and minimum of coinsurance percentage be stipulated? 

While coinsurance in all of its current applications to the problems of medical 
care insurance has not been adequately tested, its utility and effectiveness in 
connection with payment of disability benefits for loss of time have been re- 
peatedly demonstrated and it appears to offer more promise of success in the 
medical-care field than any other control that can be exercised within a frame- 
work of voluntary insurance and private medical practice. It would be too 
sweeping a statement, however, to say the coinsurance should be a universal 
requirement and it would be very difficult to reach any general agreement upon 
a proper maximum or minimum precentage of coinsurance. The need for co- 
insurance varies with the type of benefit provided, with the subjectivity of the 
hazard or contingency insured against and also with the subjectivity involved 
in the medical treatment required for the condition. For example, the insurance 
companies have for approximately 25 years successfully issued blanket accident 
expense reimbursement benefits subject to substantial maximum amounts and 
without either deductibles or coinsurance features. This has been possible 
because there is usually little difficulty in proving that an accident has occurred 
or determining its consequences, the treatment is usually fairly obvious and 
recurrences or chronicity infrequently involved. At the other extreme it would 
appear hazardous indeed to offer unlimited reimbursement for medical and 
psychiatric care of all types of disease including the most prolonged chronic 
cases, and those most subject to recurrence, 

9. Should policies have a deductible feature so that benefits are payable only 
after “deductible” have been paid by insurer himself? 

To some extent the deductible feature has the same effect and purpose as the 
coinsurance provision. In addition, it has the very practical advantage of 
excluding entirely a large number of small claims. The result is a substantial 
saving in expense since not only are small claims, which do not constitute a 
financial burden on the individual, eliminated from the benefit cost of the 
insurance program but also the administrative expenses of paying these small 
benefit amounts. The resultant saving in premium reflects not only the elimina- 
tion of these claims and expenses but also the saving of percentage expenses such 
as taxes and commissions on the basic part of the premium which would otherwise 
be required to meet the small claims, While the deductible feature has much 
to commend it from the standpoint of practical economics, there are many indi- 
viduals who wish to have their benefits commence with the first dollar of expense 
and it seems unreasonable to deny them the freedom to contract for the type of 
insurance they want, where it is feasible to provide it, even though others might 
think that their money could be more judiciously spent. 

10. Should requirement be contained in bill that individual applications for 
insurance must be granted; and if so, what limitations should be placed on this 
requirement? 

It is our understanding that this question asks whether the insurer should be 
required to accept any individual applicant regardless of his insurability and, 
if so, what special restrictions or extra charges should be made. 
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Considerable progress has been made in the issuance of what is commonly 
referred to as substandard health and accident insurance. The method most 
commonly employed has been to issue a policy at the usual premium rate but 
subject to a rider or waiver which provided that no benefit would be payable in 
the event of a disability or other loss occurring as a result of a named condition 
or as a result of an impairment of a specified part of the body. Under such an 
arrangement a person considered uninsurable because of recurrent ulcers might 
be granted a policy providing that no benefits would be paid if disability or 
expense were incurred as a result of this specified disease. 

in an effort to improve the value and comprehensiveness of the coverage, a 
number of companies are now experimenting with the issuing of policies to in- 
creasing numbers of various classes of substandard risks without any such 
exclusion but subject to an extra premium over and above that which is charged 
to the standard risk. While efforts are being made to minimize the number of 
people who cannot be insured, by the use of either waivers or extra premiums, 
it is questionable whether this trend would be accelerated or whether the public 
would be benefited by a requirement that every applicant must be accepted on 
some basis. In the case of a seriously impaired individual or one currently in 
very poor health, the restrictions might be so severe or the extra premium so 
substantial that little satisfaction would result from the arrangement. On the 
other hand, if insurers were required to accept all impaired risks without such 
restrictions, it is believed that the necessary premium would become so high that 
the insurance would then be unattractive to the healthy risks, thus defeating the 
whole purpose of the insurance. 

11. Do you believe it would be feasible to develop a type of policy under which 
the carrier would be entitled to vary the premium rate, not of an individual 
policy, but of classes of policies if experience requires such variation but where 
the insured may not be canceled out if he continues to pay the premium which is 
charged by the carrier for a particular class of policy? 

Would you think that H. R. 8356, if enacted, might stimulate the development of 
such type of policy and lead to the gradual abandonment of the cancellable policy 
as we know them now? 

Policies of the type described in the first paragraph of this question are now 
being issued by a number of insurers. These policies are thought by some to 
be particularly well adapted to insuring expense benefits for hospital, surgical, 
and medical care. In connection with noncancellable and guaranteed renewable 
policies providing only benefits for loss of time due to total disability, insurers 
have been able to develop tables showing the incidence of disability on the basis 
of which dependable premiums have been developed. A similar approach has 
seemed feasible with hospital benefits specified at a fixed daily rate or surgical 
benefits specified by schedule. In these cases the insurer is only concerned with 
the frequency and the duration or severity of the occurrence which, within tol- 
erable limits, it has been found possible to predict. However, when benetits are 
expressed as the reimbursement of actual expenses or a specified percentage 
thereof subject to a maximum limit, which is the case with miscellaneous hos- 
pital expenses or with the blanket medical expense benefit, the insurer is then 
concerned not only with the incidence of medical treatment or the incidence of 
the use of hospital facilities or therapeutic services but also with the price placed 
upon these services. Accordingly, if the insurer agrees to provide these services 
over many years in the future for a specified premium rate, he is undertaking to 
underwrite not only the risk of disability but also the risk of a decrease in the 
purchasing value of the dollar. 

Under these circumstances the idea has been conceived of guaranteeing the 
renewability of a policy but specifying that the premium rate could be changed 
if necessary on the basis of the experience of the entire body of policyholders 
or any definable class thereof. Such premium increase would apply to all in- 
dividuals within the class without regard to the extent to which the individual 
member had received benefits. This arrangement offers the insured the obvious 
advantage of security in the knowledge that he can retain his insurance us 
long as he is able to pay the premium. The only apparent disadvantage is that 
in a rising spiral of costs the more healthy lives might drop out, thus accentuat- 
ing the increased premium cost to the remaining lives. However, if the increase 
in premiums were due to rising prices rather than to increased utilization, the 
insureds should realize that whether they were insured or not their medical 
costs would be higher. 

This type of policy has been in use for a very short period—a little more 
than a year—and it is too early to judge its success. It appears to be a worthy 
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experiment, now being engaged in by some of the companies, which holds promise 
as an instrument with which insurance companies can pioneer into new fields 
without undue risk of capital and of policyholders’ funds. 

With respect to the second paragraph of this question, we feel that we must 
answer this specific question in the same way that we approached the general 
question as to the effectiveness of H. R. 8356 in the overall stimulation of pro- 
tection against the cost of medical care. The bill presents a new concept and 
its evaluation by the insurance industry has not yet reached a stage where 
we feel that we can express any consensus as to its probable utilization or effec- 
tiveness either with respect to any particular type of policy or to the business 
as a whole. 

We hope that you will find our comments on these questions of some interest 
and value to you. If unqualified answers in either the negative or affirmative 
were desired, we regret that we are not able to supply these in each case. We 
hope, however, that the comments we have made will indicate the rather serious 
considerations involved in any attempt to answer these questions categorically 
and will be helpful in the study of the bill which is before you. 

Respectfully submitted. 

JoHN H. MILLER, 
Vice President and Actuary. 


Mr. Dotuiver. Are there any further questions? 

Apparently there are no other questions. 

Mr. Miller, we thank you. 

Mr. Mruzer. Thank you. 

Mr. Dotiiver. We will adjourn until 10 o’clock tomorrow morning. 

(Thereupon, at 12:05 p. m., the committee adjourned to meet at 
10 a. m., the following morning, Wednesday, March 31, 1954.) 
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WEDNESDAY, MARCH 31, 1954 


House or RepresenvraTives, 
CoMMIrree ON LN TERSTATE AND Foreign COMMERCE, 
Washington, D.C. 

The committee convened at 10 a. m., pursuant to adjournment, in 
room 1334, New House Office Building, Hon. Charles A. Wolver- 
ton presiding. 

The Cuarrman. The committee will come to order. 

Our first witness this morning is Mr. Henry S. Beers, vice president 
of the Aetna Life Insurance Co. Mr. Beers appears on behalf of 
the Life Insurance Association of America and the American Life 
Convention to testify on H. R. 8356. 

We had the pleasure of having Mr. Beers appear before this com- 
mittee last fall when he testified generally with respect to the growth 
and development of health insurance and particularly on group health 
insurance. 

After serving as assistant actuary and as associate actuary with the 
Aetna Life Insurance Co., he became vice president of that com- 
pany in 1937. Mr. Beers was, in 1936, chairman of the Governor’s 
Commission on Unemployment Compensation in the State of Con- 
necticut and has been a member of the Connecticut State Employees 
Retirement Commission since 1939. Mr. Beers is particularly familiar 
with the objectives and provisions of H. R. 8356 because he has been 
a member of the advisory group, consisting of eight specialists, who 
cooperated with Mrs. Hobby’s staff in the development of this bill. 

We are glad to hear this morning from Mr, Beers. 


STATEMENT OF HENRY 5S. BEERS, VICE PRESIDENT OF THE AETNA 
LIFE INSURANCE CO. 


Mr. Beers. In spite of the repetition, I will state my name is Henry 
S. Beers, and I am a vice president of the Aetna Life Insurance Co. 
I appear before you on behalf of the American Life Convention and 
the Life Insurance Association of America, two life insurance com- 
pany associations whose combined membership consists of 245 life 
insurance companies. ‘These companies, in addition to providing life 
insurance for the American public, underwrite approximately 40 per- 
cent of the individual policies of health insurance, and approximately 
80 percent of the group health insurance in this country. 

These totals are exclusive of the voluntary hospital, surgical, and 
medical prepayment plan coverage in Blue Cross, Blue Shield and 
similar organizations. The insurance companies and these other pre- 
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payment plans together cover 100 million or more persons in this 
country with some form of voluntary health insurance. 

When I appeared before this committee on October 13, 1953, I pre- 
sented a series of charts assembled by the Health Insurance Council 
which showed the tremendous growth of voluntary accident and health 
insurance in this country. I also stated that simultaneously with the 
rapid spread of each line of coverage the benefits offered had been 
continuously improved in an endeavor better to meet the public’s de- 
sire for more adequate protection. 

Other insurance witnesses at the October 13 hearing described what 
many persons, with reason, believe the most important development 
in the health insurance field in the last 20 years, namely, the intro- 
duction of major medical insurance. 

This coverage meets the need for protection against the high medical 
costs incident to major disease. 

In discussing H. R. 8356 today, I will not review the facts presented 
to you last fall, but I do want to emphasize again the rapid expansion 
of all forms of voluntary health insurance that has taken place in this 
country, the improvements in coverage that are steadily being made, 
and our strong belief that this trend will continue. In fact, this trend 
has acquired an irresistible momentum. 

The preamble of H. R. 8356 states— 

That it is the purpose of this act to encourage and stimulate private initiative 

in making good and comprehensive health services generally accessible on 
reasonable terms, through adequate health service prepayment plans, to the 
maximum number of people. 
The life-insurance business is in accord with the principle that volun- 
tary health benefit prepayment plans should be encouraged. It looks 
with favor on constructive methods for stimulating private initiative 
in achieving this objective. 

H., R. 8356 is offered as a method of providing an incentive in this 
direction through Government action. The overall objective of de- 
veloping the broadest possible health insurance coverage is one which 
can be achieved only through continuing progress in a number of 
different areas, through the combined activities of all concerned, in- 
cluding the insuring public, the medical professions and institutions, 
and the competitive activities of the many insurance companies and 
other organizations offering prepayment plans. This bill deals with 
one possible method for the stimulation of these plans. 

H. R. 8356 is not offered as a panacea, and it is important not to 
expect too much of it. It must be recognized that although a great 
majority of the American people are insurable and ought to insure 
themselves through prepaid voluntary health plans, there will always 
be uninsurable groups of individuals. 

The indigent, for example, cannot provide for themselves through 
voluntary prepaid plans. They are and always have been a social 
responsibility and health care for them must be provided by public 
assistance. As people grow older the incidence of illness and dion 


mereases, the availability of adequate home care decreases, and the 
corresponding cost of the usual prepaid hospital and medical care 
may be beyond the ability of some of them to pay for the protection. 
Nevertheless, progress is being made in extending voluntary coverage 
to this group. 
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Thus, it is most important that we recognize that H. R. 8356 will not 
provide health care for some individuals who are already physically 
impaired, or those who cannot pay their share of the cost of a volun- 
tary prepayment plan. 

The objective of the bill is to encourage voluntary insurers to extend 
further health-insurance coverage to those who are insurable and 
desire to purchase health insurance. The bill contemplates that this 
purpose might be accomplished by making a form of reinsurance 
available where needed to stimulate the establishment and mainte- 
nance of voluntary prepayment plans, or to stimulate experimenta- 
tion with new types of benefit or areas of coverage. 

This reinsurance proposal is new. Although its outline is given in 
the bill, much of the detail is left to subsequent administrative action. 
There are many sound principles included in this bill, some of which I 
will discuss because we consider them important to maintain : 

1. The prepaid medical care the bill seeks to stimulate would be 
provided through nongovernmental agencies. This reliance on pri- 
vate voluntary agencies is in keeping with the view which we share that 
providing medical care or medical-care benefits to those who are in- 
surable and able to pay for health-insurance protection, is not a proper 
function of Government. 

2. The reinsurance system proposed would be voluntary. No indi- 
vidual would be compelled to buy health insurance, nor would any 
health-insurance carrier be compelled to purchase reinsurance or other- 
wise submit to any of the regulations issued by the Government in car- 
rying out the purposes of the act. 

3. The plan contemplates no Federal subsidy, except the payment by 
the Government of administrative expenses during the first 5 years and 
the temporary provision of $25 million of initial capital. Any plan 
subsidizing benefit payments could not be free from Government con- 
trol of the distribution of medical care. 

4. The reinsurance would be available to both insurance companies 
and nonprofit prepayment health-service plans. 

5. The plan would operate within the framework of State super- 
vision of the insurance business and the Secretary of Health, Educa- 
tion, and Welfare is directed to utilize the State insurance depart- 
ments. We believe that the greatest care should be exercised to assure 
that the State insurance departments be utilized to the maximum ex- 
tent and that there be no encroachment by Federal agencies upon the 
system of the State supervision of insurance. 

6. The reinsurance would cover only abnormal! losses sustained by 
a health-insurance carrier. It also employs the so-called coinsurance 

rinciple, whereby a part of abnormal losses would always have to be 
coe by the reinsured health-insurance carrier. This gives carriers 
an incentive to offer only financially sound insurance protection. 

Although this new reinsurance plan includes these principles, there 
are many uncertainties about it which make it difficult to appraise. 
It is equally difficult, at this time, to predict the extent to which insur- 


ance companies and other organizations will be able to use this rein- 
surance plan. 

The bill, in its present form, is but a broad outline of the plan. It 
necessarily delegates to the Secretary of Health, Education, and Wel- 
fare the responsibility for filling in a number of highly important de- 
tails of the reinsurance plan. The usefulness of the plan and whether 
it does good or does harm will depend on these final determinations. 
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The Secretary is authorized to prescribe the terms which must be 
met for a health-insurance carrier and its plan to qualify for the 
reinsurance. This includes benefits to be provided and terms of the 
insurance. These go to the very fundamentals of underwriting volun- 
tary health insurance, and without a knowledge of what the Secretary 
will prescribe in these respects, it is impossible to evaluate the plan, 
predict the extent of its use, or gage its effects. 

The standards prescribed in the bill for fixing the reinsurance pre- 
mium rates are necessarily indefinite. The premiums are to be such as 
to make the reinsurance plan self-sustaining and, at the same time, 
promote the objectives of the bill. The final determination of the rein- 
surance premium rates, however, will have a very great bearing on 
whether the plan will be successful. 

If the premium rates are too high, that will discourage use of the 
plan. If too low, that will result in the rapid dissipation of the $25 
million capital appropriated by the Government. To the extent such 
losses are not later repaid from premium income, a pattern for Govern- 
ment subsidies would be established. We are opposed in principle to 
the Government subsidizing prepaid medical-care plans. Even if the 
reinsurance premium rates are neither too high nor too low on the 
average, they might be discriminatory. That would have the result 
of favoring some plans and impeding other plans for reasons other 
than their inherent merit. This would tend to defeat the objectives of 
the legislation. 

The administration is to be commended for its approach to thjs 
problem. Its plan includes many sound insurance principles. It 
attempts to carry forward some of the thinking in your committee that 
Government reinsurance might help spread voluntary health insur- 
ance. It merits careful study i in the hope that it may accomplish its 
intended purpose. 

However, since the plan is new and so many important details are 
vet unknown and therefore many uncertainties remain unresolved, we 
are not in a position te go on record in favor of the bill at this time. 

We have considered the question of whether it would be desirable to 
amend -the bill to include many of the conditions which, under the 
present wording of the bill, are left to regulation. Were the bill 
amended to cover the important details of the plan, it would be easier 
to obtain an appraisal from insurance companies and other organjza- 
tions entitled to participate. But it is our conclusion that a bill § in- 
corporating standards, eligibility, premium rates, and other details we 
have mentioned, would result in inflexibility. 

Reinsurance could not be readily adjusted to the many types of 
coverage, or the changes which are constantly occurring with respect 
to such coverages. It is our feeling that the plan will be ‘workable only 
in the event the Department of Health, Education, and Welfare has 
the authority provided in the bill and exercises it wisely. 

The life-insurance business assures your committee of its continued 
cooperation in connection with the proposed legislation. We feel 
that more study of the proposal is indicated. We are eager to do 
anything we can to help spread sound voluntary health insurance to the 
people of this country. 

Thank you very much. 

The Cxatrman. Are there any questions, gentlemen ? 
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Mr. Do.urver. Mr. Beers, your company, the Aetna Life Insurance 
Co., writes’a large volume of health and accident insurance; does jt 
not ¢ 

Mr. Brers. We write a large volume of group health and accident 
surance, and we write a modest volume of individual accident in- 
surance and a little bit of individual health insurance. 

Mr. Douiiver. At any rate, your company is active in this field ? 

Mr. Beers. Yes, sir. 

Mr. Doruiver. And it is active in all branches of it? 

Mr Beers. Yes, sir. 

Mr. Dotiiver. The policies you write, I assume, are indemnity 

licies rather than service policies in the sense that you pay money 
indemnity rather than give a prescribed service ? 

Mr. Beers. Most of our group hospitalization and surgical fee and 
medical fee insurance is of what I would call a reimbursement type. 
We pay up to a certain limit if the costs of treating the illness are that 
great. For example, we might issue a policy providing $12 daily 
benefit; if you are in the hospital, and you spend less than $12 for 
board and room, we reimburse you. If you spend more than $12, we 

ay the $12. There might also be an allowance of $240 for things 
fike X-rays, and operating room, and so forth, and if you spend $30, 
we reimburse you, and if you spend more than $240, we pay $240. 
That is a sort of halfway point between indemnity and service in my 
opinion, sir. 

Mr. Doruiver. Assuming that this bill were passed substantially 
in its present form, are you able to say at this time whether your com- 
pany would take advantage of the reinsurance provision ¢ 

Mr. Beers. I cannot say, sir, but I must confess, and I use that 
word, I think, correctly, that I have not, myself, been able to see 
any purpose for which I think that we probably would use it. 

Mr. Do.iiver. There are, of course, reinsurance facilities available 
for health and accident insurance at the present time, through 
privately operated companies. That is a familiar device in the life- 
insurance field, for example. 

Mr. Beers. Yes, sir. 

Mr. Dotiiver. Without revealing any secrets of your company, if it 
is a secret, do you avail yourselves of such reinsurance in writing 
your health and accident insurance ? 

Mr. Beers. I do not know to what extent we do in our individual 
accident and health policies. We use reinsurance a little bit in group 
accident and health. I almost hesitate to use the same word to describe 
those two kinds of reinsurance. The reinsurance that we use for our 
life insurance and for our individual accident policies is reinsurance of 
particularly large policies, where we issue a policy that we think is a 
sound policy at a rate that we think is sound, but for a particular 
applicant we want to issue more insurance than we want to risk our 
own money on. 

We, therefore, as it were, get a reinsurance company into partner- 
ship with us to share the premium and share the risk. That is like 
individual risk insurance. 

When you come to group insurance, on the other hand, we do not 
reinsure for that reason. Reinsurance in the group business is, 
strangely enough, a sort of prestige insurance. A very large pur- 
chaser is being pestered by us and some other company, say, to let us 
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write their group insurance. Our two stories may sound to that 
purchaser about the same, and he does not want to disfavor one and 
favor the other and so he says, “Well, can’t you split it, and wh 
doesn’t one of you issue it and reinsure half with the other?” We 
have some reinsurance of that kind in the group business, not a 
great deal. 

Now, neither of those two kinds of reinsurance are quite the same 
as this kind. 

Mr. Dotuiver. Some allusion has been made in these hearings in 
the question of major medical expense. Does your company write 
that type of policy ¢ 

Mr. Beers. On a group insurance basis; yes, sir. 

Mr. Dotiiver. But you do not write it individually ? 

Mr. Beers. Not individually, no. 

Mr. Dottiver. Are there any companies that you know of that 
write such a major medical expense policy individually ? 

Mr. Beers. Yes, some do. 

Mr. Doxtiver. Can you tell us anything as to the increase or, the 
development of that type of insurance? It is growing or not? 

Mr. Beers. It is growing quite rapidly, and it is only a few years 
old. 

Mr. Dotitver. Do you anticipate that the Aetna would go into 
that field ? 

Mr. Beers. I know that we are developing our own group insur- 
ance in that field as rapidly as we can. During the last 12 months, 
our growth has been especially rapid. We did our plan over last 
summer and the new plan is much more salable than the old, and we 
are making real progress with it. We do not do much business in 
the direction of the individual field. In our individual field, we are 
mainly an accident company. 

Mr. Dottiver. Mr. Beers, were you a member of the committee of 
the Secretary of Health, Education and Welfare that was in con- 
sultation ? 

Mr. Beers. Yes, sir; I was one of the eight in the group of con- 
sultants that the Secretary called to Washington. 

Mr. Doxurver. Is it fair to say that in your view, summing up your 
statement here, that this plan has merit but deserves some future 
study and development ? 

Mr. Beers. That is correct, sir. My own personal view coincides 
with what I said on this subject on behalf of these two associations. 

Mr. Dotuiver. That is all, Mr. Chairman. 

Mr. Derountan. Mr. Beers, during your consultations with the De- 
partment which proposed this bill, did you suggest to them how to 
correct some of the deficiencies that you seem to indicate in your 
statement here, so that you might be in favor of the bill completely ? 

Mr. Berrs. That is rather a compound question and I want to be 
careful to answer it correctly. The deficiencies that I pointed out here, 
most of them, are in my opinion, necessary deficiencies in a bill of this 
kind. I think that I might clarify this by saying that one set of 
deficiencies has to do with the great power given the Secretary to 
determine just what benefits, kind of policies, and so forth, will be 
necessary for approval for reinsurance. Another great power is the 
ower of fixing premium rates. I cannot imagine a plan of this kind 

eing successful at all unless the Secretary had those powers, 
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On the other hand, to speak frivolously for a moment, but I think it 
illustrates the point, I would feel happy about the delegating of those 
powers to the Secretary if I could always have the appointment of 
the Secretary. 

The Cuarrman. If you could what? 

Mr. Brers. If I could always have the appointment of the Secre- 
tary. I said I was speaking frivolously, sir, but I think it illustrates 
the point. 

Mr. Drrountan. Mr. Beers, then you are in a dilemma. You state 
on page 6 that as the bill now stands, you cannot go on record in 
favor of it. 

Mr. Beers. That is right. 

Mr. Derounran. But that it is left to regulation and you do not 
know what the regulatory powers might be, and yet, if you amended 
the bill to include the regulatory powers, the bill would be inflexible, 
and you are not for that. You are not for the bill and you are for the 
Secretary, but you do not know what her powers might be under the 
bill. Yet you do not want to spell out the powers in the bill, so that 
you have not reached any conclusion about the actual bill itself, and 
the realistic value of it and what we could do to help satisfy these 
insurance companies and other people there. You left it up in the air, 
to put it mildly, and I do not think a statement of that sort is much 
help to us in trying to perfect the bill. That is what we are trying to 
gather from these witnesses. 

Mr. Beers. Your criticism is well justified, sir, and I think that I 
have made it myself. For a bill of Federal reinsurance in this field to 
achieve the objective of this bill which go back primarily to the Presi- 
dent’s statement on the subject in his message, | do not myself believe 
that you can get a much better bill than this. I am convinced that the 
eight consultants who worked on it could not have done much better 
even if they had worked twice as long as they did. I think that all 
of us felt that we have got about the best bill we could. That is why I 
say I think the Secretary has to have those powers. I was one of those 
who argued along that line, in our committee meetings. On the other 
hand, I recognize that when Congress passes a piece of legislation of 
this kind, it is always subject to the criticism when it delegates broad 
powers that possibly if it can do something only by delegating those 
powers, it ought not to do anything. 

Also, I have not found any persons who have told me of situations 
they individually know about in which they thought their own com- 
panies would meet through this reinsurance. I answered that ques- 
tion a minute ago with respect to the Aetna Life Insurance Co., and 
I have talked to quite a few friends in other insurance companies 
to try to see whether they had anything specific in mind. Whenever 
they say, “Well, the bill, of course, might be used for such and such,” 
it is usually something that somebody else will use instead of them- 
selves. 

I read Mr. McNary’s testimony, and there is a piece of direct evi- 
dence which is different from what I have said of my insurance friends. 
But as I see it, perhaps, you have a bill that will not be used, and if it 
will not be used much, maybe someone will pick it up some day and do 
some harm with it. That is why I am unable to say. 

Mr. Derountan. Then you are not in favor of the bill as it is 
presently written because you cannot see where it will be of any 
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benefit to anybody in the broad sense to justify Congress’ delegating 
these powers to the Secretary ¢ 

Mr. Beers. I cannot feel sure that it will, and when I say “but it 
may,” I am faced with the difficult thought, “Yes, but if it only may 
be useful, it also can be very harmful if it gets into the wrong hands.” 

Mr. Derown1an. On that wrong-hands doctrine, we are in a repre- 
sentative form of government, and we elect people and those elested 
appoint heads of departments and cabinet members. Do you not 
always have that possibility of human failure or abuse of power? 
Anybody can abuse power today if he wants to. There is always 
that danger. You cannot guarantee against it, but the bar of public 
opinion has always come up with the right answer in that respect, so 
I think that your fear about it getting into the wrong hands is a fear 
that we always ‘have had. The chairman of our committee can abuse 
his power, but he has not thus far to my knowledge, and if he did, 
that would be something for this committee to correct. 

The same thing would happen here. I am just wondering whether 
or not you are afraid of Fat ure department heads, perhaps like 
Oscar Ewing, who may have had a different attitude on this phase 
than the conservative department heads. I will not ask you for com- 
ment on that. I just throw it out for the thinking of the witness. 

You do not think you could put down in black and white an itemized 
list of suggestions to this bill to make it workable, in your opinion? 

Mr. Beers. No, sir, and, in fact, if you ask me to disregard the people 
with whom I have worked and tell you how I would have written 
this bill, if I had done it alone, and made all of the decisions, it would 
not be much different, except in minor details. 

Mr. Derountan. So the bill is of no use so far as you see it as it is 
presently written ¢ 

Mr. Brerrs. You, I think, have stated that a little more strongly 
than I would, sir. 

Mr. Derountan. Thank you. 

The Cuarrman. Are there any further questions? 

Mr. Rocrers. Mr. Chairman, I would like to ask a question here of 
Mr. Beers. 

Mr. Beers, you are of the opinion that this is more or less of taking 
the principle of subsidy to these companies? 

Mr. Beers. I am sorry, I missed the important words at the end of 
your question. 

Mr. Rocers. You contended that the principle of subsidy insurance 
companies is involved in this bill? 

Mr. Brrrs. No, sir; I do not think it is. 

Mr. Rogers. You do not think it is? 

Mr. Beers. No. 

Mr. Rogers. Now, would this bill permit the health and accident 
insurance firms, such as you represent, to lighten up on the require- 
ments for obtaining health insurance? 

Mr. Berrs. I do not know of any project that we have in the works, 
or are trying to develop, where we probably would ask for this health 
reinsurance. I cannot say that companies will not find themselves 
faced with a situation, and, in fact, if this is passed, I hope they will 
find situations where they will be willing to experiment quicker and 
further with the help of this reinsurance than they would without it. 
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Mr. Rogers. Do you not believe that you would lighten up on your 
requirements if you knew that the Government was going to come in 
and share the losses with you? That is the purpose of it, and that is 
what you say here. I think it is only abnormal losses that are rein- 
sured under the bill. 

Mr. Brrrs. If we prepare an experiment or something of that sort 
in this field, we must, whether reinsured or not, convince ourselves that 
we are probably going to make a success of it because if we do not think 
we are going to make a success of it, then the reinsurance premium 
would have to be so high that we could not afford to pay it and the 
plan would not help anyway. The object of this reinsurance, as I 
see it, is to help the company that thinks it knows enough to issue a 
particular kind of insurance and is pretty sure it is going to be suc- 
cessful. But every now and then they think, “But this may be wrong 
and we might lose a lot of money, and so, perhaps, a little reinsurance 
premium to cut out three-quarters of our excess loss, if we have made 
the mistakes we do not think we are making, would enable us to go 
ahead faster and further than if this did not exist.” 

But, I am talking not on the basis of practical experience, but on 
the basis of speculation, sir. 

Mr. Rogers. Well, if you could be convinced that this $25 million 
would be appropriated for any losses you might sustain, you would 
be a little more liberal in granting insurance, would you not? 

Mr. Beers. That sounds reasonable, sir. 

Mr. Rocers. Well, it is a fact, is it not? 

Mr. Beers. It is reasonable. This is new and there is nothing of 
this kind that I know of in existence. I do not think reinsurance of 
this kind has ever been issued. It is a new kind of reinsurance, and 
it is in a field where I am inclined to say that this is reinsurance against 
misjudging human nature. 

Mr. Rogers. Of course, the principle of coinsurance comes in, as 
stated before ? 

Mr. Beers. That is right. 

Mr. Rogers. And the fund of $25 million would not sustain all of it, 
but it would help you bear any cost that you might sustain by reason 
of the fact that you insured certain persons ? 

Mr. Beers. That is right, if we made a mistake. 

Mr. Rogers. Now, this will not help to insure more people, will it 
than if it did not pass? 

Mr. Beers. It will help to insure more people, and it will help to 
extend more benefits if you find insurers and carriers who want to try 
out some new plan of development or some new plan of benefits and 
they think they are right and they think they are going to make a 
profit out of it. But, of course, there is the chance that the public, 
having bought the insurance, will use more medical care, or different 
kinds of medical care than they would use without it. Or there is the 
chance that the doctors and the hospital will charge more for the 
medical care. If they made too bad a mistake, then they are going to 
lose a lot of money. é 

They might not be willing to risk all that, but this reinsurance 
might help them to risk it, because then instead of losing a lot more 
money, they would only lose a quarter of a lot more money and that is 
not so bad. That is the object of the bill. 

Mr. Rogers. This would be an incentive to help the Government 
lose a lot more money ? 
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Mr. Beers. If it is an incentive to help the Government lose more 
money, it is wrong. But, you see, if there are a number of reinsurance 
projects and 3 of them are together and 1 of them makes a mistake and 
the other 2 were good projects, then the premiums paid by the 3 are 
supposed to cover the losses incurred by the 1 and, lo and behold, you 
may spend the $25 million temporarily but it comes back again. 

The premiums paid by the good plans pay for the mistake made by 
the bad plan. 

Mr. Rogers. Would that be fair to those companies who use good 
judgment in underwriting ¢ 

Mr. Beers. Yes, sir. 

Mr. Rogers. It would be good judgment to let these who do not use 
good judgment make you, as a company, contribute to whatever losses 
might be sustained ? 

Mr. Berrs. I am assuming, sir, that all of them use good judgment, 
but only one of them made an excusable error and the others did not. 

Mr. Rogers. Suppose, as a matter of fact, they just lose it and it 
was bad management. Then, you would have to help pay the loss. 

Mr. Berrs. Yes; that is right. If this is run well, the Secretary 
would try to minimize losses which come from bad judgment and 
incur losses which only arise as a result of honest, excusable mistakes. 
In the health-insurance field, we are doing things today that 30 years 
ago any health underwriter could have proved were impossible. One 
by one we have issued a little bit of this and it has worked, and so we 
have issued some more. 

Hospital insurance was impossible and surgical insurance was im- 
ossible and major medical insurance was certainly impossible. We 
earn by trying and, lo and behold, they do not work out as bad as 

we thought they would. 

Mr. Rocers. Do you not believe the insurance company has sufficient 
money to go ahead and write this insurance without calling upon the 
Government to make a contribution of $25 million or more, if we get 
into the business eventually ? 

Mr. Beers. I am afraid, sir, that most of the insurance companies 
will come to that conclusion when they contemplate issuing new plans 
that are developing from time to time. 

Mr. Rocers. What would you think of the idea of setting up the 
fund by the Government to lend, and to make a loan to insurance 
companies, instead of setting up this fund for reinsurance? Do you 
not think that private enterprise would like that better? 

Mr. Beers. No, sir. 

Mr. Rogers. You would rather have this plan than to have a loan? 

Mr. Beers. If you have any plan, I would rather have this plan. 

Mr. Rocers. If you have any plan at all, you mean? 

Mr. Beers. Yes. 

Mr. Rocrrs. Now, is that because of the fear of losing money in 
writing the business ? 

Mr. Beers. No. 

Mr. Rogers. You just think this plan is better than the plan of 
setting up a loan of funds to loan an insurance company that wants 
to indulge in this type of insurance? 

Mr. Berrs. Yes. I would not think that the loan would help the 
insurance companies at all, because, after all, a loan gives you cash: 

Mr. Rogers. A loan does what? 
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Mr. Berrs. A loan will give an insurance company cash, but it is 
still a liability. If your liabilities are greater than your assets, you 
are under water even if you do owe some of your liabilities to the 
Government. 

Mr. Rogers. The, you believe there is a prospect of loss if you 
adopt this plan? 

Mr. Brrrs. There is a possibility of loss, sir, whenever you do any 
business and certainly whenever you do a new line of health-insurance 
business. That is right. 

Mr. Rocrrs. You want the burden thrown on the Government in- 
stead of private enterprise ? 

Mr. Brrrs. No, sir. I must have answered one of your questions 
incorrectly. 

Mr. Rogers. You evidently did, because the way you argue now, you 
want to get the Government in there and let the Gover nment give you 
money, rather than standing on your own legs, and calling upon the 
taxpaye rs to sustain whatever loss the operation of the system might 
bring about. 

Mr. Beers. I must have unintentionally said something I did not 
mean, because I do not want the Government to lend us money to bail 
us out of anything. 

Mr. Rogers. But, anyway, you are not in favor of the provisions 
of this bill? 

Mr. Beers. I am not in favor of the bill. 

Mr. Dottiver. Are there any questions? 

Mr. Beamer. Mr. Beers, I Pavclagise I [ did not hear the first part 
of your testimony, and I may be asking you to repeat and if I do we 
will pass on. Did I understand you to say you did not consider this 
as a subsidy or you would not prefer to have it considered as a subsidy ¢ 

Mr. Burrs. I do not consider this is a subsidy ; no, sir. 

Mr. Beamer. It is an outright assistance on the part of the Federal 
Government ? 

Mr. Beers. I think it is an operation which is intended to be of 
assistance to the insurance companies, not at the cost of the Govern- 
ment, but on the contrary, at the cost of those insurance companies 
that are helped. 

Mr. Beamer. May I ask this: If this is an act enacted into law, 
do you think there might be some danger that the $25 million might 
not be repaid ? 

Mr. Berrs. There is always that danger, sir. 

Mr. Beamer. And what happens if it is not repaid? 

Mr. Beers. If it is not repaid, it has constituted a subsidy; that is 
true. 

Mr. Beamer. Well, then, is it possible that the Federal Govern- 
ment might find itself in the insurance business; is that conceivable ? 

Mr. Beers. As this bill is written and if the Secretary follows the 
directives in the bill, the Secretary would not continue to write a re- 
insurance business at a constant ‘annual loss. The Secretary is in- 
structed to charge reinsurance premiums that make the account bal- 
ance eventually. You can never be sure when you are charging a 
reinsurance premium that you are charging enough. If the Secretary 
makes a mistake at first, she has $25 million leeway. But the account 
is supposed to balance out in the long run. 
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Mr. Beamer. This covers, as I understand it, and I think as we all 
understand it, more especially abnormal losses, or shall we say catas- 
trophic cases and so on ¢ 

Mr. Beers. Abnormal] losses for the plan reinsured ; yes, sir. 

Mr. Beamer. That is right. Now, then, do you think that this bill 
or the proposal of this legislation might prompt or force the carriers 
and the insurance companies to extend their coverage? I know the 
evidence is very apparent that the insurance companies have been ex- 
tending their coverage and is it not true as a result of experience they 
have been able to extend it? 

Mr. Beers. That is right; experience, competition, and insistence 
of purchasers that we provide more extensive benefits than we have 
before; we shake our heads and say it is impossible but by and by 
we issue a little and then we go around and sell it because we have 
discovered it is good. In other cases it does not work and we do not 
issue it. 

Mr. Beamer. Is it conceivable that even though this bill would not 
pass that, perhaps, within a short time, a matter of a few years, the 
insurance companies would be taking care of these abnormal losses 
through their normal operations! I am projecting into the future. 
Could you conceive of such a possibility ¢ 

Mr. Berrs. The development that is going on is going to continue 
to goon. More and more people are going to be covered with health 
insurance and more and more extensive health insurance benefit cover- 
ages are going to be offered to the public and purchased. That is true. 
Whether the passage of this bill will materially speed up that process 
or not, this is the big question in my mind. As has been brought out 
in the questioning, I am very close to the borderline. I cannot say 
really that I am in a position to speak in favor of the passage of the 
bill, because I am afraid that it will not speed things up much. If it is 
does not speed things up much, perhaps it is the possibility of harm 
that would outweigh its possibilities of good. 

Mr. Beamer. It seems that there is a great possibility that the in- 
surance companies and the carriers could do as well on their own accord 
as indicated by past performance, as perhaps this bill might provide 
with its impetus. 

Mr. Beers. It is very likely and I wish, sir, I did not have to keep 
changing the words of those of you who ask me questions. I wish 
I could say absolutely “Yes,” or absolutely “No.” But actually, my 
opinion is very close to the middle. 

Mr. Beamer. Do you think that would be very typical of answers 
by other insurance companies ? 

Mr. Beers. A great many of them, I would say. 

Mr. Beamer. You are speaking for quite a large group, I take it? 

Mr, Beers. I am, and I suppose if we had an opportunity to ask 
each of them to study the bill and to tell us what he thought, we would 
get a very wide range of replies which I think would cluster around 
the statement that I have made. 

Mr. Beamer. Well, I saw nothing to that effect in the statement, 
glancing through it hurriedly, but I take it you have not concerned 
yourselves with the fear of socialized medicine entering into this 
picture at all? 

Mr. Brrrs. I did not mention that; no, sir. I said that I considered 
the subsidy of medical care benefits as wrong in principle, and if you 
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want me to elaborate on that, I would eventually get into socialized 
medicine. 

Mr. Beamer. Thank you, Mr. Chairman. 

The Cuateman. Mr. Klein? 

Mr. Ker. Mr. Beers, I do not know, you may have covered this in 
the answers to previous questions, but I was not here, unfortunately. 
Can you tell me how this bill, if enacted, would help the large mass of 
the people in this country who earn less than $3,000 a year and who 
presently cannot afford to have medical insurance? 

Mr. Beers. Well, I could say it would have almost no effect in that 
field at all, Mr. Klein. However, anything that makes health insur- 
ance more popular, and anything that makes it more natural for peo- 
ple to buy health insurance, increases the probability that those of low 
income might spend a little bit of it on insurance instead of reserving 
all of their expenditures for other things and it might mean more 
coverage for them. You see, the people in the low-income group have a 
severe problem of choice between the things that they have to get and 
the things that they want to get. They have to buy some of the things 
they buy but they cannot buy only the things that are good for them. 

Mr. Kern. There is no doubt that they want to enjoy good health 
and they would like insurance of this kind, but, unfortunately, they 
cannot afford the present premium rates of these voluntary plans or 
any other plan which presently exists in this country. There is very 
little that would permit these people to cover the possibility that any 
member of their family might become seriously ill, and they would 
not be able to pay for proper medical care. Now, I think that you have 
answered the question, and 1 would like to pinpoint it. Do you think 
that the passage of this legislation would provide for medical or health 
insurance for those people who earn so little that they cannot afford 
the present rates of a voluntary insurance plan ? 

Mr. Brrrs. No. 

Mr. Kuerw. That has been my view right along and if we want to 
help those people we should do something in the form of some form 
of health insurance, but this is not that type of health insurance; is it, 
Mr. Beers? 

Mr. Beers. It is not. 

Mr. Kix1y. I wanted to get that answer. What was your answer? 

Mr. Brrrs. It is not. 

Mr. Petxy. If you will yield—speaking to that point, I am wonder- 
ing if a great many of the 44 million who are covered by Blue Cross 
do not get less than $3,000 a year, and by encouraging plans like Blue 
Cross to give more comprehensive coverage that this program would 
indeed be benefiting many of those who get less than $3,000 a year. 

Mr. Kuern. I think it probably would, except where are they going 
to get the money to pay for it? Unless you can bring the cost of 
this down so that it is within the means of those people, then no matter 
how much money the Government is going to give, unless you want 
to have socialized medicine or you want to have whatever some of 
you people on the other side are so horrified about, we must find some 
way to give these people in the lower-income groups adequate medical 
care which they cannot pay for at the present time, and I do not 


believe this bill will do that. This gentleman evidently agrees with 
me. 
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Mr. Pewxy. I think that the gentleman will recognize that many of 
those who get less than $3,000 a year are covered by Blue Cross, which 
costs approximately $70 a year. 

Mr. Rent. I do not think that many are. Did you say they were 
covered? I do not believe many can afford to pay for it. 

Mr. Petiy. I know many people myself, personally, that are under 
Blue Cross who get less than $3,000 a year, by paying it on a prepaid 
plan of five dollars and something a month, who are able to afford 
it. In many cases, of course, the employer shares and by getting plans 
like the Blue Cross to explore and increase their coverage and give 
more comprehensive benefits, I would say that this program would 
benefit many of those lower-income groups. 

Mr. Kxzr. I would go along with the gentleman and say if there 
was some way of encouraging them, but I think that our difference 
is that I do not believe many of those people in those low-income 
groups can afford even the rates under the Blue Cross plan. Some 
of them may, but I think the great majority of them cannot afford 
them. I understand it is some 75 percent. 

The Cuamman. I wonder if it would be possible for the members 
of the committee to withhold their questioning of one another until 
we are in executive session. 

Mr. Beers. May I make a small request? 

When you say a large number of people are covered by Blue Cross, 
if you would just say Blue Cross and group insurance, it would please 
me a lot, and it would be the true picture. Even in the lower-income 
groups, a great many people are covered by Blue Cross and group 
insurance. 

Mr. Heseron. Last Friday a witness on behalf of Blue Cross and 
the American Hospital Association testified in favor of the bill and 
felt that it would be a useful vehicle for them to extend the coverage, 
and in the course of the examination he testified as to the rates. Those 
figures escape me momentarily, but at least it broke down into a 
very small amount per day. I think on the order of 19.2 cents per 
day for that coverage per family and it was unlimited as to the num- 
ber of members of the family. 

He felt that because there was the group principle, they could 
undoubtedly take advantage of this bill if it became a law and extend 
the coverage to those particular individuals who could not qualify as 
members of a group. As I recall it, he said in the United States as 
of last December there were some 43 million and, perhaps it was more, 
covered by their plan. He indicated a good deal of optimism as to 
the rather rapid extended coverage under this proposal for people 
who could not qualify under their setup but who would be insurable. 

It seems to me in that one field alone, and I realize that is not your 
field, that there is enough merit in this proposal in the sense of early 
coverage of people who could afford to pay for it and would like to 
pay for it, but cannot qualify. You might be doing something very 
worthwhile in making it possible for them to take that action. Per- 
haps I might ask you if you see in that particular area something that 
is useful. As I reeall it, you were one of the consultants with the 
Department, and you and other able people worked very hard in try- 
ing to develop something in this field that would be effective. 

I wonder if you would care to comment on that particular single 
possibility of extending the coverage for people who need it? 
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Mr. Berrs. I think that I read that testimony and that was Mr. 
McNary; is that right? 

Mr. Hesevron. Yes. 

Mr. Beers. Mr. McNary is a very, very able member of the Blue 
Cross movement. He is one of the best. I could not helpfully comment 
on what he said about the possibilities of Blue Cross using this plan. I 
am very happy that he was able to make that comment, and it cer- 

tainly is one that you must take careful cognizance of. But I do not 
know enough about how the Blue Cross operates or what their theories 
and philosophies for the future development are to comment. 

Mr. Hesetron. As I have read your statement, it seemed to me that 
while you could not at the moment endorse the bill specifically, you 
did feel that there was enough possibilities of constructive action in 
this field so that you would indicate to the committee that they should 
certainly give it most earnest consideration. 

Mr. Beers. I think that is very fair. 

Mr. Hesevton. You do feel, | take it, that reputable life insurance 
companies may well find in the framework of the bill, if it is properly 
administered and the standards are adequate, an opportunity to go 
faster in their own efforts to provide coverage. 

Mr. Beers. That is quite possible. The reason I keep qualifying 
that statement is that if you were to say “when, where, and how,” I 
could not answer you. 

Mr. Hesetron. It is an experiment in any way you want to take it, 
but at least it is a useful approach to this very important problem. 

Mr. Beers. Yes. 

Mr. Hesevton. Thank you. 

The Cuarrman. Mr. Harris. 

Mr. Harris. Mr. Beers, it is a little difficult ms me to understand 
clearly just what your position is in this matter. 1 do not say that in 
any way derogatory or facetious. Perhaps, in my own mind, at least, 
we can understand a little better if I were to ask you whether or not 
you believe this is a field in which the Federal Government should 
participate. 

Mr. Beers. I do not say on principle that the Federal Government 
ought to keep out of this field; no. If there is a field here, I would 
say “yes” the Federal Government should participate in it. 

Mr. Harris. Now, you say that as a matter of principle then the 
Federal Government has a responsibility ? 

Mr. Brers. No, sir; because I do not know that the field exists, and 
I do not know that the Federal Government has a responsibility. If 
this should prove to be a practical plan so that a number of us with the 
different kinds of carriers found it possible to make use of it, then it 
would accomplish something valuable and probably would lead to 
more rapid Govahoinnentt in this field than would occur without it. 
That is not the same thing to me as saying that the Government has a 
responsibility in this field. 

Mr. Harris. Let me see if I can understand clearly just what you 
have in mind. This is an experiment? 

Mr. Berrs. Yes. 

Mr. Harris. Reinsurance is not new, is it? 

Mr. Beers. This kind of reinsurance is a new kind of reinsurance, 
] think, sir. 
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Mr. Harris. But reinsurance is not new. 

Mr. Beers. It is very old; you are right. 

Mr. Harris. The Government getting into it in this manner is new ? 

Mr. Beers. That is correct. 

Mr. Harris. And in that way it becomes an experiment. What is 
the fundamental difference between reinsurance in which the Govern- 
ment capitalizes as it would in this instance by $25 million and rein- 
surance as has been established over many years of practice by private 
companies ¢ 

Mr. Beers. The regular normal traditional form of reinsurance is 
reinsurance intende i to spread large risks among a number of differ- 
ent carriers. If a prosperous man in good health wants to buy $1 
million worth of life insurance, my company would not go on the risk 
tor as much as $1 million. We probably could issue the policy 
by going to the trouble of going around to all of the reinsurers, and 
getting each of them to take a piece until we had reinsured enough so 
that our risk would be limited to, say $150,000, or whatever our limit 

yas. Weare talking about a policy that would be perfectly agreeable 
to us and probably perfectly agreeable to any other insurance company 
if it were for a modest amount. It is necessary to spread the risk be- 
sause $1 million is too many dollars to have on one life, at least for my 
company. Perhaps that is so for every company. 

That kind of reinsurance is very old an very valuable, and it is 
carried on as a private enterprise, and it is successful when intelli- 
gently run, which it usually is. Actually, the reinsurance that my 
company buys costs it money every year, because we pay out more than 
we get back. But, we are protected against these huge fluctuations 
that might otherwise occur, and it is worth it to us to have that extra 
expense in order to be protected against those large fluctuations. 

Mr. Harris. Would you finish that? I think you have answered 
half of the question. 

Mr. Beers. That is standard life insurance. Now, here we have 
the situation where a plan has been developed which says, “If only we 
could give the companies a method of protecting themselves for the 
whole of the loss if they made a mistake in connection with some new 
plan they were issuing, perhaps they would develop new plans faster, 
or perhaps they would spread and extend present plans more aggres- 
sively, or into other areas, and so forth.” 

Now, that is not the kind of reinsurance they can get anywhere else 
because it does not exist. It is not likely that they can even make up 
a pool themselves to do things like this, because there are a lot of rea- 
sons why the insurance companies could not get together on anything 
like this. But, perhaps the Government by providing this reinsurance 
can give a little protection at a price that will enable a number of in- 
dividual companies to expand faster. On the whole, the insurance 
companies are not going to gain any money net out of this plan, and 
it is probably going to cost them net, because of the expenses of 
operation. . 

Ultimately, but at the same time, it will protect the individual com- 
pany which wants to do something out of the regular line where it 
thinks it is going to be successful but knows there is a big margin of 
error in any estimate. 

I am sorry to have talked so long, sir, but it is an important question 
you asked. 
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Mr. Harris. I am interested in it because I think that is the crux 
of this proposed program, and I have not heard that explanation even 
by the witnesses on behalf of the administration. 

I will yield to my friend from Florida for a question. 

Mr. Rogers. Well, I want to see if you could distinguish this: Now, 
the principle is different from this plan, for this reinsures only ab- 
normal losses; isn’t that true? Under this plan you can only reinsure 
abnormal losses ¢ 

Mr. Beers. That is right. But that means the abnormal aggregate 
loss on a plan of insurance of which you sell many policies to the 
different members of the public. It doesn’t mean individual abnormal 
losses. 

Mr. Rogers. It is the company loss? 

Mr. Brrrs. The abnormal company loss, while the old-fashioned re- 
insurance is where individual, abnormally high losses are reinsured. 

Mr, Harris. Well, I am glad to have that point cleared up, too. It 
has not been made heretofore. 

Now, you were a member of the advisory council in the preparation 
of this proposal. Do I understand you to say that this type of rein- 
surance, and I want to get it very clear in my mind, is altogether dif- 
ferent from all other types of reinsurance heretofore practiced by the 
companies ¢ 

Mr. Beers. There may have been occasionally reinsurance con- 
tracts drawn and sold to meet special circumstances by the Lloyd’s 
organization in London which followed this general form. They 
have done nearly everything under the sun. But, speaking of the 
forms of reinsurance that are at all common, this is entirely different. 

Mr. Harris. To the extent of $25 million, plus the cost of adminis- 
tration, this is a subsidized program ? 

Mr. Beers. Well, may I answer that in this way 

Mr. Harris. I don’t mean to put words in your mouth, or even 
try to. 

Mr. Beers. As to the payment of the expenses for the first 5 years— 
yes, you might say that is of the nature of a subsidy. But getting 
something started is a little different from supporting it right along. 
It is like paying a child’s education compared with giving him an 
allowance after he starts to work. 

Mr. Harris. That is the purpose of the See because I was going 
to follow it by this additional question: If the experiment proved to 
be successful, then is it your opinion that the insurance companies 
would accept it and expand on their own, or is it most likely that there 
would be a request made to Congress to increase the capitalization 
with Government funds? 

Mr. Beers. If the insurance is fully successful, I think the Govern- 
ment would stay in the business. 

Mr. Harris. You think what? 

Mr. Beers. I think the Government would continue this plan, and 
it would not need any more capital funds because it would be self- 
supporting. And my own judgment is that the private companies 
probably would not develop a reinsurance business of this kind in com- 
petition with the Government’s po 

Mr. Harris. Even if it proved to be successful ? 
Mr. Berrs. Even if it proved to be successful. 
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Mr. Harris. Then what good could be accomplished by it, unless it 
was expected that the Government would get into full-scale opera- 
tion ¢ 

Mr. Brers. Now, excuse me, I meant the private reinsuring com- 
panies; I think it unlikely that the private reinsuring companies 
would develop reinsurance of this kind. What would be happening 
would be that the private insurance companies would be developing 
plans which they would reinsure with the Government’s plan to help 
them get started. I am speaking from speculation and not from ex- 
perience, as I have said before, sir. 

Mr. Harris. Well, I had the impression from your statement that 
a greater part of your position indicated that you were favorable to 
this approach to the problem, but you concluded by saying that you 
were opposed to the bill. That is the reason I am asking you these 
fundamental questions. 

This is in connection with the program. Do you agree with other 
witnesses who testified that this would not expand the insurance pro- 
gram to cover greater numbers than are now being covered or pro- 
posed to be covered by private insurance groups? 

Mr. Beers. I am afraid that it would not, and I do not know that it 
would. 

Mr. Harris. Do you agree with the statement of other witnesses 
that this would not reduce rates for medical insurance ¢ 

Mr. Beers. I am again afraid that it would have no effect. If car- 
riers found it possible to use the reinsurance, very likely they would 
start their new experiments with somewhat lower premiums rates 
than they would start those experiments otherwise, because they would 
not need quite such a big margin to cover that chance that they made 
a mistake which always exists whenever a premium rate is established. 

Mr. Doutiver. Will the gentleman yield ¢ 

Mr. Harris. I shall be glad to yield to the gentleman from Iowa. 

Mr. Dotiiver. This question is in connection with what you have 
just stated. This proposal has two aspects to it, I think, not only the 
aspect of encouraging thé development of major medical expense insur- 
ance, but also the encouragement of noncancellable insurance. Have 
you expressed yourself with respect to the latter phase of it? 

Mr. Beers. No, sir. 

Mr. Dotuiver. I would be glad if you would. That is my question. 

Mr. Beers. I think that noncancellable insurance is one of the fields 
where a company would seriously consider whether reinsurance, if it 
existed, should be availed of. 

Mr. Dotiiver. May I paraphrase that answer by saying that you 
think it would encourage the development of noncancellable insurance, 
this proposal. Or is that fair to you? I do not know, and I am 
not trying to put words in your mouth. 

Mr. Beers. It brings me back to a redefinition of my position, which 
is almost exactly yes plus no divided by two—— 

Mr. Dotiiver. You certainly are skillful with it. 

Mr. Beers. With a little lean toward the no. 

Mr. Dottrver. Well, to conclude my questioning, does your com- 
pany write noncancellable policies? 

Mr. Beers. No, sir. 

Mr. Dotutver. Thank you, Mr. Harris. 

Mr. Harris. I believe that is all. 
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The Cuarrman. Mr. Springer. 

Mr. Springer. Mr. Beers, turning to page 5 of your statement, para- 
graph 2 on that page : 

Although this new reinsurance plan includes these principles, there are Many 
uncertainties about it which make it difficult to appraise. It is equally dif- 
ficult, at this time, to predict the extent to which insurance companies and 
other organizations will be able to use this reinsurance plan. 

Referring to that statement, in connection with previous testimony 
before this committee, which is to the effect that about 88 million 
people in this country are insured under some form of health in- 
surance, either individually or by a group plan, and that there are 
approximately 54 million people in this country who are insured under 
a medical plan, that leaves about 62 million people without insurance 
for hospitalization and about 95 million people without any medical 
plan. 

Of the remaining 62 million in one class of hospital and 95 million 
in the other class of medical care how many do you suppose would be 
advanced by the passage of this bill ? 

Mr. Beers. I do not think that you could ever prove whether or not 
any answer to that question were right or wrong because it would be 
so hard to tell whether there was any advance actually caused by the 
bill. Iam afraid that it would not help materially. 

The number insured for these different kinds of coverages is in- 
creasing, and the benefits for which they are covered are expanding 
quite rapidly; and whether this will help or not, I do not know. If 
I did, I eld say “Yes,” or I could say “No.” 

Even if the reinsurance plan were very successful, I would think the 
additional growth would only be modest. But, even a modest growth 
would be good, of course. 

Mr. Sperincer. Of these 62 million that are not covered by insur- 
ance, there probably would be a substantial number who do not want 
to be covered and they feel their income is adequate ? 

Mr. Beers. That is right. 

Mr. Sprrncer. There will be a substantial number who earn enough 
but just do not choose to do it? 

Mr. Beers. That is right. 

Mr. Sprincer. There are, though, according to the testimony before 
this committee, some 12 to 15 million people who will not be covered 
under any circumstances, no matter what is done. That group will 
include four classes of people: 

First, the indigent, and I am using as that definition the one given 
by the American Medical Association of the person who is medically 
unable to care for himself: in other words, he does not have the finan- 
cial-resources to do it. 

Secondly, there is the unemployed, about 2 million, and I do not 
know about their families. If they were added there would be several 
million more. 

The chronically ill and the old-age groups are the others. 

Now, those are four classes of people that are not going to be cov- 
ered by this bill. What that number is, it is hard to tell; it is some- 
where between 12 and 20 million which is the best I can determine 
from this testimony. 
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Now, perhaps we should not feel too sorry about the people who 
make enough money, but here is a group of people who are not going 
to get cared for under any circumstances. 

Do you have any suggestions to this committee as to what should be 
done under a plan similar to this in order to take care of those 12 to 
20 million people? 

Mr. Berrs. I have no constructive suggestions. 

Mr. Sprincer. If we are going to stay in the free-enterprise system, 
und I made this suggestion to Mr. John H. Miller, the vice president 
and the actuary of the Monarch Life Insurance Co., why are these 
people, who are medically indigent, not taken care of under some kind 
of a premium plan with your local township or county? That is 
merely as a suggestion. 

Mr. Borers. That is something that I believe a good many local 
townships and counties may be discussing with local carriers, the Blue 
Cross, the Blue Shield, and the insurance companies. 

Mr. Sprrncer. You do not know of any counties or townships who 
are using such a plan? 

Mr. Beers. No. 

Mr. Sprrncer. Is it feasible? 

Mr. Berrs. I am told by some of my friends that it is feasible, and 
I guess it is. 

On the other hand, a lot of people think that when you come to 
people that are not paying for their medical care that maybe you get 
the best results for the least money if you provide the medical care at 
the time that it is needed instead of giving the individual a member- 
ship ticket in some insurance plan. 

Mr. Sprincer. That brings me to the second point: Do you believe 
that the plan, as presently in force, in the township and county care 
through a welfare board, is going to supply medical and hospital care 
of a more uniform manner ? 

Mr. Beers. No. 

Mr. Sprincer. That is one of the things that we want to overcome, 
isn’t it? Under any insurance plan, we want to give those medically 
indigent uniform care throughout the country. 

Mr. Beers. I would not think so; no, sir. I would think that the 
matter is very nonuniform because there is so much difference between 
the communities. 

Mr. Springer. No. I said, you would want to or not want to. 

Mr. Beers. I would not try to impose uniformity on it, no. 

Mr. Sprrncer. Let me ask you this: Is that not the very reason that 
we ask when we take out insurance: “I would like to have as good care 
as somebody else, under minimum standards”? 

Mr. Beers. That I suppose is the reason why a lot of people“buy 
insurance when they can, yes; but I would not impose uniformity on 
all counties and towns and States in what they are doing to take care 
of their indigent. 

Mr. Srrincer. I do not think you would impose uniformity; it 
would merely give, under this kind of a plan, those people who are 
medically indigent, a rather uniform minimum care; would it not? 
Isn’t that desirable? 

Mr. Brerrs. I do not know. 

Iam sorry; I am beyond my department. 
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Mr. Springer. I am not going to argue with you, but what State 
are you from? 

Mr. Beers. Connecticut. 

Mr. Sprincer. I would wager you that probably if you went from 
one end of Connecticut to the other you would find the medically 
indigent in your State are taken care of under different standards in 
different parts of the State. 

Mr. Brers. That is true. 

Mr. Sprincer. And some of them do not receive as good care as 
other townships would give them ¢ 

Mr. Beers. That is right. 

Mr. Serincer. Do you think that that is good ? 

Mr. Beers. Yes. 

Mr. Serincer. Do you believe that that is a good policy ? 

Mr. Beers. Yes, I do; and I believe the townships ought to look at 
each other. If some townships are doing something better than the 
others, you ought to try to copy them; if they are doing worse, you 
should try not to copy them. 

Mr. Sprincer. Now, isn’t it true that if you had this kind of an 
insurance program for your poor people you would provide them with 
a minimum standard of care, which would be rather uniform? And I 
can think in my own State that I could go into a township where 
people would not even be cared for medically under some situations 
and when you go to another township they would be cared for. 

That wouid be a matter of which I am talking, the individual judg- 
ment of what the township supervisor thought. 

But, if you had this kind of a plan, it would mean merely that he 
would be sent to his doctor and he would take care of him; is that not 
correct 

Mr. Beers. I do not know. 

Mr. Sprincer. Do you believe that plan is good ? 

Mr. Beers. I do not see how it winia be, no. 

Mr. Springer. Now, putting aside the fact that you do not agree 
with me that it is good, do you believe it could work? 

Mr. Beers. I doubt it. 

Mr. Sprrncer. What is your reason for believing that? 

Mr. Beers. Probably that I do not know enough about the plan. 

Mr. Sprincer. I am just suggesting to you that if such a plan were 
worked up, do you think that it would work? 

Mr. Brers. Excuse me. If it is good, I am in favor of it. 

Mr. Springer. I believe that is all, Mr. Chairman. Thank you. 

The Cuarrman,. Are there any further questions? 

Mr. Scnencx. Mr. Beers, are you familiar with the plans that are 
used in the automobile-insurance industry ? 

Mr. Beer. Generally speaking, my company writes that kind of 
insurance. 

Mr. Scuenck. Now, is it not true that many companies desire not 
to write certain risks in automobile insurance? 

Mr. Brers. You mean certain individuals who have bad driving 
records; they do not want to write them. 

Mr. Scuenck. Individuals with bad records, old automobiles, 
underage drivers, and that sort of thing; is that not true? 


Mr. Beers. Yes. 
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Mr. Scuenck. Now, does not the industry have what they call an 
assigned risk plan 
r. Beprs. In a great many States, I understand they have; yes. 

Mr. Scuenox. Under which these drivers may be insured ? 

Mr. Berrs. Subject to certain qualifications, such as the requirement 
that they have a license from the State, and a few things like that. 

Mr. Scuenck. Under those assigned risk plans, your company 
might refuse to write a good risk, and it would, at the same time, take 
its proportionate share of these same risks under the assigned risk 
plan? 

Mr. Beers. As I understand it, yes. 

Mr. Scuencx. That would then indicate that the companies could 
work out a program in health and accident insurance to cover those 
hazardous occupations, those older people, and other conditions which 
they do not now cover under their own personal plan ¢ 

Mr. Beers. I am informed that some companies are developing 
plans of covering impaired risks, but I do not know about the details 
of these plans. 

Mr. Scuenck. Well, do you think that such an approach could be 
made in health and accident insurance ? 

Mr. Beers. Well, if the whole category of persons are going to have 
a higher health-claim cost than the average, I guess there is no way 
of getting out of charging them a higher premium. That is the 
trouble with some of the categories of people we are thinking about, 
particularly the older aged groups. 

They are going to need more care, and often they are going to use 
more care, and often there is much more range in the care that they 
might elect to obtain. 

Mr. Scuenck. Well now, under automobile insurance, are there 
not some companies that give special credit for no accidents and 
careful driving? 

Mr. Beers. That is true. 

Mr. Scuencx. And-then there are others who are prone to have 
accidents, and they, of course, pay the top rate, whatever that may be. 
That is somewhat similar; is it not? 

Mr. Berrs. That is right. 

Mr. Scuenck. Well, if the companies did work out an assigned risk 
plan where you could standardize your health and accident insurance 
programs, you could work out such a plan and would that make un- 
necessary this type of legislation, or how do you feel about that? 

Mr. Brrrs. No, sir; I would think that it would not make this kind 
of legislation unnecessary. Experimental plans to cover these groups 
are of the type which might lead the carrier to think that it is a haz- 
ardous and dangerous step it is taking, and it might be readier to take 
the step with this reinsurance than without it. 

Mr. Scuenck. But the carriers did take this method on automobile 
insurance without that. 

Mr. Berrs. Little by little. 

Mr. Scuenck. Do you think it might be done in health and accident, 
little by little? 

Mr. Beers. Yes; oh, yes. 

Mr. Scuencx. That is all, Mr. Chairman. 

The CuatrmMan. Are there any further questions, gentlemen ? 

Mr. Youncer. I have just one question. 
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If you put yourself as a member of this committee, and after all 
the testimony was in, you found that there were a certain number 
of companies who were in the prepaid health plan that felt that they 
could use and would benefit by the passage of this act, and, on the 
other hand, there were companies, like you represent, that found that 
they could not or probably would not use it as far as they could see, 
how would you vote as a committeeman ? 

Would you say, “Well, in this experimentation, shall we go ahead 
or shall we not?” 

Mr. Beers. Well, I would weigh as best I could the importance 
of the kinds of plan that were represented as likely to use the rein- 
surance, the likelihood they would use it, and the extent to which 
they would use it, against the very real danger that if you put an 
almost useless piece of legislation on the books sooner or later some- 
body will find a way to use it the wrong way. 

It is a very difficult decision. If I were one of those who were able 
to say, “Why, I can see 2 or 3 ways that companies like my own might 
use this,” I think perhaps I would have added a little to the “Yes” 
side of my fraction instead of a little to the “No” side. 

Mr. Youncer. But just because 2 or 3 companies, the larger com- 
panies, and they could not see the possible use of it, that would not 
estop you from saying that the legislation might be passed for the 
benefit of the others, an experiment in fields which later on the big 
companies might come in and say “All right, that is an insurable 
risk now, it has been proven, and we can go in without any reinsur- 
ance.” Is that not a possibility ? 

Mr. Beers. That is a possibility; that is right. 

Mr. Younecer. That is all, Mr. Chairman. 

The Cuatrman. Are there any further questions, gentlemen’ If 
not, I have a few I would like to ask. 

Mr. Heseuvron. May I make this suggestion: Last fall, on October 
13, Mr. Beers was before the committee and made a concise statement 
as to the actual coverage under insured plans and insurance pro- 
grams. While I realize that is available in another hearing, it occurs 
to me that it might be well to include that in this particular hearing, 
since it is so up to date and so comprehensive. 

I make that as a suggestion. 

The Cuarrman. Mr. Beers, it seems to me in considering this legis- 
lation we must take into consideration, first, whether a need exists; 
secondly, how to meet that need. 

With reference to the first, it would seem to me, and I think it does 
to some others, that a very real need exists. On the other hand, I can 
fully appreciate the difficulty, in a pioneering effort such as this, to 
speak with a definiteness in legislation as it might be desirable to do. 
Thavafere, you are faced with a situation of how and in what way 
you can do it without having some uncertainty as to what the result 
will be. 

Throughout your statement, which I value very highly because I 
think that you have spoken frankly and clearly, there could be no 
doubt as to your feelings about the matter. I can, I think, read be- 
tween the lines that you have a desire that we should be helpful in 
this matter. And yet there is some degree of hesitancy whether we 
are approaching it in just the way it should be approached. 
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Now, for instance, you make reference to the act being indefinite 
in some particulars. For instance, in one portion of your statement, 
you say: 

Although its outline is given in the bill, much of the detail is left to subsequent 
administrative action. There are many sound principles included in this bill, 
some of which I will discuss because we consider them important to maintain. 

And thereupon you refer to some six principles, all of which I 
would agree are important to have in legislation. 

At another point, you say : 

The bill, in its present form, is but a broad outline of the plan. It necessarily 
delegates to the Secretary of Health, Education, and Welfare the responsibility 
for filling in a number of highly important details of the reinsurance plan. The 
usefulness of the plan, and whether it does good or does harm will depend on 
these final determinations, 

Then you go to say that this includes benefits to be provided in 
terms of the insurance. 

At another point you say: 

It merits careful study in the hope that it may accomplish its intended pur- 
pose. However, since the plan is new and so many important details are yet 
unknown and therefore many uncertainties remain unsolved, we are not in a 
position to go on record in favor of the bill at this time. 

Now, I have mentioned those statements by you for the purpose 
of asking whether in addition to those six principles that you refer 
to as important, to be incorporated in the bill, there are other prin- 
ciples which you would like to incorporate if you had the opportunity 
to do so. 

I am assuming that in a group such as met with the Department 
of Health, Education, and Welfare in considering this legislation 
there would be different sets of opinion so that whatever result was 
arrived at would be more or less a compromise, as between view- 
points expressed, and that the bill would not go further than the 
majority of the group at least would feel was justified. 

Now, what I am asking is, with this legislation before us for con- 
sideration, as a result of your experience, would you suggest to the 
mittee any other principles that you think should be incorporated 
in the bill ? 

Mr. Beers. No, sir; I have no constructive suggestions of that kind. 
The group that met there represented very widely different back- 
grounds, but we got on a very fine working basis, and there was a lot 
of give and take. We all changed our minds on many points, as the 
result of the discussions and the arguments; and I do not think that 
any of us felt that we had been voted down by a majority on a really 
crucial point. 

We saw the bill first in draft number something or other, whether 
it was 7, 10, or 16, I do not know. e worked on it almost to the 
final draft and the final draft looks almost exactly like I thought it 
was going to look, so there were not many changes made after we 
finished our work. And to repeat myself, I am thoroughly satisfied 
that this bill is as good a bill as I could possibly help draft to meet 
the objectives of the bill and to conform to the statement contained in 
the President’s original message. 

The Crarrman. I think the willingness of yourself and the others 
to assist in the drafting of this bill which was not an easy task by any 
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means, is to be commended. I feel that there is an indebtedness due 
you and your associates for the part that you did take in the assist- 
ance of drawing this legislation. 

If I may, I would like to ask a few questions to ascertain your 
thought. I recognize you and the position you occupy as a man of 

experience that can be most helpful and worth while to this com- 
mittee. I do not ask these questions in an argumentative way, and it 
will not represent any personal viewpoints that I have. If they 
should happen to differ with what you might express, it is merely to 
ascertain what the thought of one with experience such as yours would 
feel about some of these matters. 

The hesitancy that I have in entering into an argumentative discus- 
sion is due to the fact that I have a great deal of respect for actuaries. 
I have never been able to figure as accurately as they do. I have a 
great deal of respect for them. 

Now, if I may make reference to H. R. 6949, which was a bill that 
I introduced early in this session, without any thought that I have a 
pride of author ship in it that would wed met to these particular pro- 
visions in the bill, I would merely ask the questions. 

I have made it clear before that the bill is the result of suggestions 
and an interest that was taken by Governor Stassen when he was 
President of the University of Pennsylvania, and the bill was drawn 
with the help of his legal staff and the advice and council of the faculty 
of the medical school of the University of Pennsylvania. While I 
have great respect for them, I am giving them the credit for what- 
ever they may be entitled to have, and I am not assuming any author- 
ship of and in myself. 

This bill was introduced in the first instance, I think, in 1950. At 
that time I assume I was requested to introduce it because it was an 
outgrowth of the thought in the University of Pennsylvania of the 
individuals to whom I referred, and I happen to be a graduate of that 
institution and a member of this committee. I assume that was the 
reason I was requested to introduce it. 

Now, in H. R. 6949, only nonprofit prepayment plans are eligible, 
while in this administration bill, both commercial and nonprofit plans 
are eligible. Do you have any opinion to express with respect to the 
necessity or the advisability of including the commercial as well as 
the nonprofit organizations? 

Mr. Beers. I believe that both should be included because the de- 
velopment of hospital and medical surgical insurance in my opinion 
has ae greatly aided by the fact that several different kinds of in- 
surers have been pushing the same kind of coverage and selling it to 
the public and persuading the public that they ought to budget some- 
thing for the premiums. And I do not think that Blue Cross, Blue 
Shield, and other nonprofit organizations could have done the job 
they have done without our competition. 

We could not have gotten as far as we have without their competi- 
tion. I say that in spite of the fact on individual cases we fight like 
dogs and cats and probably think the other ought to be eliminated 
from the face of the earth. 

The CHamman. No, there is another provision in H. R. 6949, that 
all policies issued by a plan must be reinsured, whereas under the pro- 
visions of the bill now before us, a company may issue simultaneously 
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reinsured and nonreinsured policies. What is your opinion with 
respect to those two features? 

Mr. Beers. It is better, I believe, to permit a carrier to reinsure all 
of a category, or class, of policies rather than requiring that it rein- 
sure all of its policies. The reinsurance is appropriate for some cate- 
gories, and either inappropriate or impossible for other categories. 

When you said a plan must insure all of its policies, I think that you 
may have meant, even if it issued several different kinds of policies, 
it would still have to reinsure all of them. 

Under the new bill, if it issued several kinds of policies, it could 
reinsure 1 kind or 2 kinds or 3 kinds, but each would have to be 
individually approved by the Secretary. 

The Cramman. Now, another feature which appears in section 
5 (e) of H. R. 6949 provides that hospitalization contracts and medical 
care contracts calling for cash benefits to subscribers may not be 
reinsured, while H. R. 8356 provides that both contracts calling for 
cash benefits to subscriber and contracts calling for services to sub- 
scriber may be reinsured. What is your opinion with respect to those 
different provisions ¢ 

Mr. Buers. I think it is correct to give the Secretary the authority 
to reinsure both types, while also giving her the authority to refuse to 
reinsure any plan which the Secretary feels does not promote the 
objectives of the act. 

Some plans of cash benefits might be declined for that reason. 
Possibly some kinds of service benefits might be declined for that 
reason too; I do not know. 

The Cuarrman. Do you think that there is any preference between 
the cash-benefit plan and the service plan ? 

Mr. Beers. It depends upon the exact type of medical expense that 
is covered by the plan. I have previously mentioned that there is an 
intermediate type of considerable importance where the insurance 
payment is in cash, but it is in reimbursement of the cost. 

In practice those plans of course are usually or frequently used to 
provide cash payment directly to the surgeon and/or hospital by 
reason of assignment by the insured so that the insured never sees the 
cash. You might say, however, that this is equivalent to paying cash 
to the insured who pays the cash to the doctor. 

The Cuamman. Section 6 (b) of H. R. 6949 provides for separate 
reserve funds of $25 million for hospital reinsurance and $25 million 
for medical care reinsurance. The present bill, H. R. 8356, provides 
for a single reserve fund of $25 million for both types of contracts, but 
the Secretary may establish separate accounts within the fund, in 
which case liabilities would be limited to particular accounts. Do you 
approve of that provision as contrasted to the one in the earlier bill? 

Mr. Beers. I do feel that the provisions of the new 8356 are better. 
They permit the Secretary to merge everything which makes the $25 
million go further, but there may be circumstances under which the 
fund would be of great appeal to certain categories of carriers if they 
could have a separate account. It may be desirable, for that reason, 
to give them a separate account so as to reassure them against the 
thought that their good plans are going to support the bad plans of 
some other type of carriers. 

Mr. Heserron. What do you mean by “separate account ?” 
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Mr. Brers. The Secretary is given the permission, for example, to 
say: “I will set up a separate account for all Blue Shield plans that 
want to reinsure a particular type of contract, and I will put their 
premiums into this separate account and I will pay their losses out of 
this separate account. 

“In that way, I will keep them from suffering to a certain extent 
at least from any bad results or keep them profiting from any good 
results in any of the rest of the accounts.” 

In my example I have two accounts, one for these Blue Shield con- 
tracts and one for all others. Now, if there are some mistakes made 
in the Blue Shield accounts so that they have losses to pay, over and 
above their own premiums, the Secretary would have to use part of 
the $25 million capital to keep that fund from being in the black. 

But, then, if the premiums later exceeded the losses, that capital 
will come back. The $25 million capital could be used either for this 
account or for the other account according to which it was needed in. 
Then either account would pay it back as fast as it could. 

It is a method of reinsuring the Blue Shield that by going into this 

they would not be paying a lot of losses of, say, some other class of 
carriers that they might be suspicious of. You know we tend to be 
suspicious of our competitors; we are less suspicious of our friends. 

The CuarrMan. I do not want you to assume that by contrasting 
these two bills, and I think I have made it plain, that I am not so 

wedded to the former that I canont see advantages in some changes. 
I am merely trying to get the background for the difference in the 
approach that was made in the two bills considering the fact that 
the original bill did have some substantial background for it. 

Like in the bill now before us, where some of you have been asso- 
ciated together with the Department in preparing the bill, so in the 
earlier bill there were some very outstanding individuals who parti- 
cipated in the discussions in that bill in addition to those that I have 
mentioned. 

I will skip over some of these differences, because I do not think 
that they are important enough to require reference to them. This is 
one that I do think is somewhat fundamental. In view of the 
thought that you have expressed, that you would feel more confident 
in giving powers as broad as these to an individual if you had some- 
thing to do with the selection of the individual, I think that can be 
readily understood. 

Now, in the bill which I introduced under the conditions I have 
mentioned, section 4 provides for the creation of a new Federal cor- 
poration which has a board of directors of three members to be a r- 
pointed by the President and confirmed by the Senate. In H. 
8356, all powers are given to the Secretary of Health, Education, and 
Welfare, together with an advi isory council of 12 members appointed 
by the Secret tary. 

Now, it would seem to me, and I do not wish to argue it but merely 
to direct your thought to it, the plan in the earlier bill was to have a 
corporation with three directors, appointed by the President and con- 
firmed by the Senate, so that it would meet your objection against 
giving the power to one individual which appears in H. R. 8356, where 
all power is given to the Secretary but with an advisory counc i] which 
the Secretary appoints. 
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In this other instance, it is a presidential appointment with con- 
firmation by the Senate. I am wondering if your view is not that 
there should be some kind of an advisory council at least that would 
be appointed in a manner that would perhaps be more representative 
than if it had been appointed merely by the Secretary. I would be 
glad to have your thoughts as far as you care to give them on that 
subject, because I thing it enters very materially into the type of bill. 

Mr. Beers. To give a rather quick answer on a very important sub- 
ject, I am inclined to a change of mind on this point. think that 
the plan that you have described in the previous bill has a great deal 
to recommend it and I should think this problem could be worked out 
on such a basis so as to give a little more assurance in the long run that 
the bill will be properly administered. 

I also was interested in noting Mr. McNary’s suggestion the other 
day here that the Secretary’s regulations should be subject to the ap- 
proval of the council. I think that is the way he expressed it. I 
think careful consideration ought to be given to that suggestion, too, 
but possibly the council should be appointed by someone other than 
the Secretary, if the present form is followed. This would prevent 
the situation of a “presidential appointment of a board of directors.” 

I do think that the present bill, 8356, needs special study on that 
point. 

The Carman. Well, I am inclined to believe that, in view of the 
fact that this is a pioneering effort, the more disinterested advice and 
council that is available, the stronger it makes the bill. That is my 
personal opinion at this moment. 


Mr. Brers. May I suggest that possibly here is a case where advice 
and council both interested and disinterested is needed. 
The Cuarrman. I meant, if you will ee me, disinterested from 


the standpoint that it represented a wider viewpoint than the Secre- 

tary alone making the appointment would have. That is what I 

meant by “disinterested.” I assumed that one that was appointed 

directly b an individual would be more or less interested in the view- 

— of that individual, so that when I used the word “disinterested” 
meant from the standpoint of the appointing power. 

Mr. Berrs. I see. 

The Cuatrman. In the bill, H. R. 6949, section 5, provides for rein- 
surance benefits to be established by statute, namely two-thirds of each 
claim in excess of $1,000 during any 12-month period, whereas section 
305 of H. R. 8356 provides reinsurance benefits based on statutory 
formula. The formula calls for the payment of three-fourths of 
the insured costs which are calculated by taking into consideration 
premium income, benefit payments, and anticipated administrative 
expenses. Reinsurance benefits for policies providing for direct serv- 
ices, rather than cash benefits, would be established by the Secretary 
through regulation. 

Well, now, that is quite a good bit to put into the form of a ques- 
tion, probably, but perhaps with your alert mind on questions, you 
can grasp what the differences are between the two. 

Mr. Beers. The reinsurance, of the older bill is more the type of 
regular or traditional reinsurance which I discussed earlier in answer 
to a question. Its desirability depends upon the particular form of 
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insurance policy which is being reinsured. It looks directly toward a 
particular ind of underlying insurance policy. The new bill, on 
the other hand, is drawn in such terms that you do not have to visualize 
now what kind of benefits the underlying policy is going to provide. 
But the reinsurance can cover the whole experience under the new 
form of policy and no reinsurance is paid unless the carrier suffers 
an abnormal loss on that whole business. 

The kind of reinsurance, where the payment of the loss is two- 
thirds of the excess of the claim over $1,000, is much more nearly the 
kind of reinsurance which is available nowadays in different rein- 
surance companies, if it is desired. Of course, the older bill had some 
kind of provision for Government help that a reinsuring company 
could not provide. I forget what those details were. 

The CrHarrman. Well, I think probably the most understandable 
difference between them to my lay mind is the fact that the claims 
are limited to two-thirds in excess of $1,000. In other words, there 
is that basic $1,000 and the other bill does not seem to provide for 
that. 

Mr. Beers. That is right. 

The Cuatrrman. Now, having in mind the several references in your 
statement as to lack of definiteness in this particular bill now before 
us, I contrast that with the standards that were set up in that earlier 
bill, and .I bring them to your attention, if I may, for such thought 
as you may wish to express. 

For instance, in the bill H. R. 6949, first, there was a subscription 
charge which must be fixed as percentage of income, whereas in this 
new bill there is no comparable provision. 

Mr. Beers. I would be personally opposed to a requirement that 
the subscription charges be graded sneontion to income, sir. 

The Cuarman. And, secondly, in H. R. 6949 the carriers must 
accept any nongroup applicant subject to the condition that sub- 
seribers who reside outside State of domicile of health plan must be 
limited to not more than 25 percent of total subscribers. What do 
you feel with respect to the provision that carriers must accept any 
nongroup applicant? No similar provision is contained in H. R. 
8356. 

Mr. Brers. I do not think it is practicable, sir; and I think it would 
keep most carriers out of the business. 

The Cuarrman. Now, in the earlier bill, we had a standard pro- 
viding that additional hospital and physician charges to subscriber 
must not exceed 25 percent of benefits. 

Mr. Beers. I do not think that is a general enough clause to put in 
a statutory reinsurance plan. I would be opposed to it, sir. 

The Cuatrman. And the provision in H. R. 6946 that the policy 
must provide for 6 months’ hospitalization during any year. 

Mr. Beers. I think that ought to be open, and latitude ought to be 
allowed that there should be no such specification in the bill. 

The CuatrMan. So that it might be 8 months instead of 6 months? 

Mr. Beers. Eight months, or, in some case, 2 months, depending 
upon the nature of the problem that is being insured. 

The Cuarrman. I think the purpose of that standard in the original 
bill was that it must provide at least 6 months’ hospitalization in 
vases that are necessary. 
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Mr. Brrrs. Tha‘ is right. 

The Cuarrman. But you feel that should be left open / 

Mr. Berrs. I think it should. 

The Cuamman. Now standard No. 6, the free choice of contracting 
—— d 

r. Brrrs. That I do believe is an important principle but there 
are some plans being developed where the subscribers are provided 
benefits only if they will use a particular hosiptal if they are in the 
neighborhood when they are taken ill. I think, if some groups of the 
public can be sold that type of plan, I do not think it ought to be 
ene by the legislation from participating in the reinsurance 
plan. 

The Cuarrman. Another standard was No. 7, subscriber must pay 
$1 per day or 5 percent whichever is less of any hospital bill. You 
can readily see the reason for that ? 

Mr. Brrrs. The specific terms or the specific amounts stated, I do 
not think should be frozen into legislation. The general requirement 
that the pocketbook nerve should be touched whenever an insured 
individual uses medical care, or hospital care, I think is good. 

The Cuarmman. And No. 8, a airs must provide for payment of 
75 percent of cost of 12 doctor visits at home, or office, during any 
year, excluding first visit. 

Mr. Burrs. ieee I would say that that is too definite for legisla- 
tion, and there should be flexibility. 

The Cuarrman. No. 9, policy must provide for payment of 95 per- 
cent of cost of medical services in hospitals. 

Mr. Beers. Again, it is too specific. 

The Cuamman. Now, getting away from that bill and directing 
your attention to some other general questions, which I may not have 
the opportunity to ask on account of this call of the House, but which 
I will submit to you for your answer in the record, should the policies 
be reinsurable where the carrier retains the right to refuse renewal 
at any premium due date or anniversary ? 

Mr. Beers. I think that you have to leave latitude there. In gen- 
eral, I think the Secretary would find that cancelable policies are less 
likely to promote the purposes of the act than guaranteed renewable 
policies ; but there are exceptions. Perhaps someone will develop a 
better method of giving assurance to individuals without tying the 
company up to a never-ending loss if it proves to have made a 
mistake. 

There should be something between the absolutely noncancelable 
and renewable for life, and the freely cancelable policy at the whim 
of the carrier which is causing so much trouble. 

The Cuarmman. I might say, in connection with cancellations, that 
the story that has come to us as a committee through communications 
that have been received from individuals all over this land and refer- 
ring to many, many different companies with respect to the conditions 
under which there have been cancellations really is pathetic. 

Mr. Brrrs. I think that you are doing a public service by bringing 
attention to that, and I know you are causing a lot of new thought 
in the insurance business which is trying to reexamine the whole situa- 
tion to see what ought to be done to avoid the public criticism, and at 
the same time, sell insurance at a price that people can afford to pay. 
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. 

The Cuairman. Well, I know that you would agree with me if 
you could read the corespondence which I read every day. There is 
a tremendous amount of it. 

Mr. Beers. It must be heartbreaking. 

The Cuatrman. You have no idea of the extent that it reaches, but 
it is all giving actual experiences with respect to cancellations that | 
regret to say in many instances do not seem justifiable. That whole 
subject, also, is being given consideration by the Federal Trade Com- 
mission with whom we are cooperating in the investigation that they 
are making with respect to such insurance policies. 

Mr. Hesevron. Is that a subject of State regulation in general, or 
is it a matter that is not covered by State regulation ? 

Mr. Beers. The State insurance commissioners can do a great deal 
about it, and they are trying to do so. That is outside of my particu- 
lar field, sir; but I have friends that I see frequently that are in it, 
and I talk with them occasionally, and I read the newspapers, but | 
am not personally acquainted with that field. 

The Cuairman. I have arrived at a point where I must leave and 
yet I have not finished. With your permission, I will submit these 
other questions with respect to whether standards of one kind or 
another should be included in this bill, if the policies are to be reinsur- 
able, and I will ask, if you will, that you give us the benefit of your 
thought with respect to those questions. 

Mr. Beers. I should like to, sir. 

(The following letter was received from Mr. Beers in answer to the 
questions submitted :) 

AETNA LIFE INSURANCE Co., 
Hartford, Conn., April 22, 1954. 
In re H. R. 8356. 


Hon. CHARLES A. WOLVERTON, ' 
Chairman, Committee on Interstate and Foreign Commerce, 
United States House of Representatives, 
House Office Building. Washington, D. C. 

Dear Mr. WotvertTON: At the conclusion of my appearance before your com- 
mittee on March 31, you handed me the attached 10 questions, with the request 
that I submit a written reply. 

I think I can best reply to all of these questions together by saying that I am a 
believer in the theory that, if the reinsurance legislation is passed, the Secretary 
should be given authority to make regulations with respect to the subject matter 
of these questions, and that the legislation itself should contain no specific 
requirements with respect to these matters. 

The legislation is intended to promote experimentation, and experimentation 
will, in my opinion, undoubtedly be made in the future with respect to many of 
the subject matters of these questions. For example, there are many different 
types of preexisting conditions clause, some of which appear prohibitively 
onerous, and others only reasonable. (If, for example, a person is currently 
under treatment for some condition when his insurance goes into effect, it is 
perfectly reasonable to exclude from the insurance payments the cost of the 
continuance of that treatment.) Other forms ef exclusion for preexisting 
conditions will undoubtedly be invented and experimented with in the future. 

As another example of desirable experimentation, I might point to the coin 
surance and deductible features mentioned in questions 8 and 9, While clauses 
falling within the strict definition of deductible and coinsurance clauses have 
so far been used in only a minority of hospital-surgical-medical expense benefit 
plans, a number of diffeernt forms of such clauses have been experimented with, 
and there will undoubtedly be more experimentation along these lines in the 
future. Some of these clauses may be found to be very effective in eliminating 
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. 
unnecessary treatments, or unnecessarily expensive forms of treatment, or other 
abuse. Others of these clauses may appear merely to eliminate benefit payments 
that would better have been provided for in the insurance. This is a rather new 
and very difficult subject, and legislative rigidity would be undesirable. 

The foregoing indicates why I believe that the Secretary should have authority 
to make regulations and to change those regulations from time to time as 
developments require. 

Let me say that I appreciated the courtesy with which the committee treated 
me, and I hope that my testimony may have been of some assistance in this 
important matter. 

Sincerely yours, 
Henry 8S. Beers. 


QUESTIONS AS TO STANDARDS FOR INSURANCE POLICIES UNpER H. R. 8356 


1, Should policies which are cancelable at discretion of carrier be reinsurable? 

2. What exclusions or limitations with regard to preexisting conditions on the 
part of the insured should be tolerated in policies which are reinsurable? 

3. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

5. Should policies be reinsured which do not contain a provision for waiver 
of premium in the event of prolonged illness? 

6. Should policies be reinsured which do not limit additional charges made by 
hospitals or doctors over and above benefits payable under policies to a specified 
percentage in excess of benefits payable under policies? 

7. Should distinction be made between medical services rendered in a hospital 
and medical services rendered outside hospitals insofar as percentage of cost 
is concerned which insurer must bear himself? 

8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bill and should 
maximum and minimum of coinsurance percentage be stipulated? 

9. Should policies have a deductible feature so that benefits are payable only 
after “deductible” has been paid by insurer himself? 

10. Should requirement be contained in bill that individual applications for 
insurance must be granted; and if so, what limitations should be placed on this 
requirement? 

The Cuarrman. We thank you very much for your appearance today 
and we appreciate the spirit in which you have testified, with the 
evident desire of being helpful to the committee in the field in which 
the effort is being made to promote the welfare of our citizens. 

I think, in conclusion, it might not be amiss for me to read just a 
small portion of the President’s message because I am fearful that 
too often some who may object to the bill overlook what we are 
striving to do. 

I do not think that anybody has the thought that we are perfect in 
any sense, and we are fully appreciative of the fact that we are in a 
pioneering effort. It is not an easy one. It is only because of the 
tremendous amount of information that has come to this committee 
showing the great need that the committee is devoting so much of its 
time to this important subject. 

For instance, the President in his message on health said: 

The Government need not and should not go into the insurance business to 
furnish the protection which private and nonprofit organizations do not now 
provide. But the Government can and should work with them to study and 
devise better insurance protection to meet the public need. 

I recommend the establishment of a limited Federal reinsurance service to 


encourage private and nonprofit health insurance organizations to offer broader 
health protection to more families. This service would reinsure special additional 
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risks involved in such broader protection. It can be launched with a capital 
fund of $25 million, provided by the Government, to be retired from reinsurance 
fees. 

That is the field of activity in which this committee is engaged at the 
present time in the hope that we will be able to do something that will 
prove beneficial, certainly nothing that would be harmful. 

Mr. Beers. It has been a pleasure to appear before your committee. 

The CHarrMAN. The committee is adjourned until 10 o’clock to- 
morrow morning. 

(Thereupon at 12:15 p. m., the committee adjourned to reconvene 
at 10a.m., Thursday, April 1, 1954.) 
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THURSDAY, APRIL 1, 1954 


House or REPRESENTATIVES, 
ComMITTrE ON INTERSTATE AND Foreign CoMMERCE, 
Washington, D. C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton 
(chairman) presiding. 

The CuammMan. The committee will come to order. 

This morning, we are continuing our hearings on H. R. 8356, a bill 
to improve the. public health by encouraging more extensive use of 
the voluntary prepayment method in the provision of personal health 
services, 

We have 2 witnesses a will speak for the American Federation 
of Labor, Mr. Andrew J. Biemiller, our former colleague, member 
of the National Legislative Committee, and Mr. Nelson H. Cruik- 
shank, director of social insurance activities, American Federation 
of Labor. 

Mr. Biemiller was a very active member of this committee and 
particularly interested in public health matters. 

Mr. Cruikshank has been director of social insurance activities of 
the American Federation of Labor since 1945, except for 2 years 
leave of absence when he served as director of labor activities for 
the Economic Cooperation Administration. 

Both gentlemen are eminently qualified to speak on this bill. I 
am sure that their statement and views with respect to this legislation 
will be of great interest and help to this committee. 

The first witness will be Mr. Cruikshank. 


STATEMENTS OF NELSON H. CRUIKSHANK, DIRECTOR OF SOCIAL 
INSURANCE ACTIVITIES; AND ANDREW J. BIEMILLER, MEMBER, 


NATIONAL LEGISLATIVE COMMITTEE, AMERICAN FEDERATION 
OF LABOR 


Mr. Cruikshank, you may proceed. 

Mr. CrourksHaNK. Mr. Chairman, and members of the Committee 
on Interstate and Foreign Commerce, my name is Nelson H. Cruik- 
shank and I am director of social insurance activities for the Ameri- 
can Federation of Labor. My office is located at the American 
Federation of Labor Building, 901 Massachusetts Avenue NW., 
Washington, D. C. Iam accompanied by my colleague, Mr. Andrew 
J. Biemiller, a member of the legislative committee of the American 
Federation of Labor. Mr. Biemiller has been given the responsibility 
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on the part of the American Federation of Labor for legislation in 
the field of social insurance. 

We deeply appreciate the opportunity of presenting to this com- 
mittee our views on the two measures which you now have under 
consideration, both of which were introduced by the chairman of 
this committee, 

On January 15 of this year, your committee afforded me the privi- 
lege of presenting the views of the American Federation of Labor 
in connection with this committee’s survey of general health problems. 
At that time, I listed what appeared to us as a number of major needs 
in the health field. I will not take up the time of this committee 
by repeating the analysis which I presented at that time. 

For your convenience in reference, however, I should like to sum- 
marize the major needs as they appear to an organization which repre- 
sents a very large number of the people who are recipients of ipotlical 
care and services. These needs fall in two general groups. The first 
are the needs of working people, which we observe from our ex- 
perience in this field. We believe they are not different from the needs 
of the general population. 

Preventive care: A constructive progressive medical care pro- 
gram, is one which seeks to improve and to maintain the health of 
those who are served by it, rather than to merely patch up and repair 
their disabilities after they have reached an advanced stage. Every 
system or program of medical care should be tested by the attention 
which it pays to this vital aspect of the total national health problem. 

2. Access to facilities and personnel: The principle of free choice 
should be realistic in its application. It should include the choice 
of the method or type of glia il care to be selected and it should, if 
it is to be meaningful, include access to the best hospitals and health 
service centers. 

Comprehensive protection: Medical care without detriment to 
its quality cannot be fragmentized. Its component parts must be in- 
tegrated into a comprehensive continuous whole. Diagnosis can- 
not be arbitrarily separated from treatment and surgery cannot be 
isolated from preoperative and postoperative care. Care inside of the 
hospital cannot be provided as a thing entirely apart from care in the 
home, office or clinic. Anything short of a comprehensive, unified 
health program, is to that extent, an inadequate program. 

4. Full family coverage: This is likewise an essential criterion of 
adequacy. Many of the plans in existence today cover only the wage 
earner himself and exclude his wife and children. The contribution 
which such plans make toward the solution of his health problems is 
very small, even if these plans were adequate in all other respects— 
which they are not—for the medical expenses of the worker himself 
are but a small part of the total family medical bill. 

5. Budgeting for full prepayment: A satisfactory health program 
should, at the very least, provide a means of making possible the full 
prepayment of the costs of the services offered. The application of 
the social insurance principle also requires that the rate of payment 
bears some direct relationship to the income of the persons covered. 

6. Improvement in quality of medical care: The medical profession 
itself today is aware of the necessity of rooting out some of the evils 
that have been associated with particular types of practice. Fee- 
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splitting, unnecessary surgical operations and the overcrowding of 
hospitals, are aggravated in some instances rather than alleviated 
by the prevailing type of commercial indemnity type insurance cover- 
age. The need is for positive incentives to the great majority of 
ethically-minded physicians and surgeons to provide through group 
practice and other means now available the highest type se quality 
of medical care and service. The general public needs assistance 
in discovering and utilizing the better types of medical care. 

There is a second group of needs which are of a community nature. 
Among the most urgent of these are the following: 

1. Care for the chronically ill and the indigent aged. 

2. Expansion of local public health units. 

3. ‘Aid to medical education. 

4. Expansion of hospitals, health centers and other physical 
facilities. 

We are aware that this committee has made recommendations in 
some of these areas. For example, the adoption by the House of your 
recommendation with respect to the broadening of the Hill-Burton 
hospital survey and construction program, contained in H. R. 7541, 
will help meet the problem of plant facility, providing, of course, that 
additional appropriations are made to carry out the program on a 
scale commensurate with the need. 

We are also aware that the major bill you now have under considera- 
tion, H. R. 8356, does not address itself to a number of these areas of 
need. However, since it is put forward as the major proposal of the 
administration in the field of health and has been publicized as having 
been developed in response to the promise made by the President that 
the health needs of the people of this country will be fully taken into 
account in the “progressive and dynamic program” which he is present- 
ing to the Congress, it is only proper that this bill be evaluated in the 
light of these major needs. 

As we study this measure, our hopes are raised by the worthy pur- 
poses expressed. We note the reference to “adequate service prepay- 
ment plans,” to be made “generally accessible on reasonable 
terms * * * to the maximum number of people.” We note further 
the purpose as being “to stimulate the establishment and maintenance 
of adequate prepayment plans in areas and with respect to services 
and classes WF tacetne for which they are needed.” 

However, as we analyze the proposed implementation of these very 
worthy objectives, we are deeply disappointed. We find nothing in 
this measure which will effectively motivate private insurance carriers 
to extend their offered types of protection in a manner that is adequate 
to achieve these objectives. The principle of reinsurance may make 
it possible for commercial companies to extend their limited type of 
protection to meet some of these needs, but we find nothing that effec- 
tively encourages them to do so. 

It may be that for some of the nonprofit organizations such as Blue 
Cross, the removal of a portion of the risk involved in extending pro- 
tection to new areas may result in some actual extension of such pro- 
tection. If this should, in fact, prove to be the case, it should be 
recognized that it is because these nonprofit organizations, by defini- 
tion, are motivated by different incentives than are the commercial 
carriers. 
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It is precisely, at this point, that what appears to us as one of the 
major fallacies on which this bill has been developed becomes appar- 
ent. It is a truism among businessmen that they “are not in business 
for their health.” It should be equally apparent that insurance com- 
panies are not in business for other peoples health. That is not offered 
as a criticism of private business enterprise. It appears to us that 
the proposals of this bill, so far as they relate to the insurance carriers, 
are predicated on the assumption, that these carriers are chafing at the 
bit awaiting the removal of the barriers to permit them to rush into 
the high risk areas in order that they may fulfill their mission of 
meeting the health needs of the country. 

This, we submit, is a false assumption. The commercial insurance 
companies are in business for profit, though they will incidentally 
meet part of the health needs of the country in the course of their profit- 
making, as long as competitive conditions maintain. 

If a limited reinsurance provision were all that was required to 
rélease the assumed pent-up social purpose of insurance carriers, it 
seems likely that the insurance companies themselves would have de- 
veloped such arrangements in this field, as indeed, they have done 
with respect to many other types of insurance. 

The fact seems quite clear that commercial insurance companies 
will continue to offer their useful but limited and generally inadequate 
type of protection in the areas of service where profits are readily 
attainable. Without some additional incentives and motivations, they 
will not move into the high risk areas, simply in order to meet a social 
need. 

It is at this point that this bill is mainly deficient. We can find noth- 
ing in it that provides a positive incentive for the commercial insurance 
companes to meet these major social objectives. That is why we have 
come to the conclusion that this bill is long on its asperations and goals 
but timorous and hesitating in its implementations. 

For example, there is included in the statement of purpose of this 
bill the following language: 

To stimulate the establishment and maintenance of adequate prepayment 
plans in areas, and with respect to services and classes of persons, for which 
they are needed. 

Contrast this with the following statement presented by the Assist- 
ant Secretary of the Department of Health, Education, and Welfare, 
when he appeared before this Committee on March 24: 

While we believe this program holds great promise for the American people, I 
want to mention three limitations. 

First, it can help only those who can and are willing to include health-insurance 
premiums as a necessary part of the family budget, and those who are covered 
by insurance plans maintained by their employers in whole or in part. 

The significant phrase to us here is “those who can and are willing 
to include health insurance premiums as a necessary part of the family 
budget.” 

In presenting and explaining the background charts to your com- 
mittee, the Special Assistant to the Secretary, Dr. Keefer, pointed out 
that “in more than 40 percent of the families, expenses incurred for 
medical care ranged from 5 to over 100 percent of family income in 
the given 12 months.” How many of the people in this 40 percent are 
those who cannot budget for medical care? 
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We submit that the very heart of the Nation’s most critical health 
problem today is precisely for those who cannot, or even those who will 
not, include health insurance premiums as a necessary part of the fam- 
ily budget. Our concern, of course, is primarily with those who can- 
not. But, on the authority of the administration representatives, this 
program does not attempt to meet that problem. 

Consider this, if you will, in the light of the facts presented in an- 
other one of the charts explained by Dr. Keefer. This was chart F, 
entitled “Family Income Groups—Distribution of Hospitalization 
Insurance.” This chart showed that there were 6 million people in 
families with an income of under $2,000 having some type of hospitali- 
zation insurance. This represented 25 percent of the families in this 
income group. 

Leaving aside for the moment the very important question of ade- 
quacy for this limited protection, it seems to us that the significant fact 
here is that 75 percent of the families of this income group were with- 
out any such protection. Moving up into the next income bracket, we 
find that 49 percent of persons in families with an income between 
$2,000 and $4,000 were also without any hospitalization insurance. 

Certainly among the 75 percent of families in the lowest income 
group and the 49 percent in the next lowest group having no hospitali- 
zation insurance, there is a large proportion, if not, indeed, all of them, 
who come into the category of those referred to by the Assistant Sec- 
retary as those who cannot include health insurance premiums as a 
necessary part of the family budget. 

One of the most striking statistics was presented by Dr. Keefer in his 
chart C, which showed that, of the national annual total of personal 
medical expenditures of $9.4 billion, only $1.6 billion, or 17 percent, 
was covered by insurance. While the growth of the number of indi- 
vidual memberships and policies over the years 1939 to 1952 as pre- 
sented in his chart A is impressive, the growth in actual protection as 
revealed in chart C is meager indeed. In fact, chart A is misnamed. 
It shows the increase in Insurance participation—not in insurance 
protection. 

With reference to the factual data that was presented by Secretary 
Hobby and her assistants, we would like to express our appreciation 
and admiration for the graphic way jn which the health needs of the 
country were portrayed. The needs as they were analyzed and set 
forth will provide a major contribution to public education in the field 
of health needs. 

However, they appear to us as presenting singular non sequitur in 
that they graphically portray real needs, but needs which cannot be 
met by the proposals contained in the bill they were designed to sup- 
port. In fact, they constitute one of the most conclusive presentations 
of the need for national health insurance ever to come to our attention. 

We look in vain in this bill for some general encouragement for 
preventive care. Where is there any improvement in the accessibility 
to facilities and personnel? What provision is there in this bill for 
comprehensive protection or for full family coverage? Where is there 
in the bill any protection for the patient against the practice of fee- 
splitting or unnecessary surgery, or to assure him that the insurance 
which he buys will indeed cover the full cost of his medical bills? 
What provision is there for the improvement of the quality of care 
through the encouragement of group practice? 
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This bill was introduced by your chairman on the 11th of this month. 
On the 3d of March, the social security committee of the American 
Federation of Labor, met and discussed the broad principles of this 
proposal. It was agreed by our committee that the principle of rein- 
surance in the general field of social insurance had a great deal to 
commend itself. It was also the opinion of our committee that the 
merits of the forthcoming proposal could in large part be measured by 
the standards which were to be included in the program with respect 
to the type of protection made available under the plans to be rein- 
sured. 

When the bill was introduced on the 11th of the month, therefore, 
we were especially interested in section 303 which prescribed the terms 
and conditions governing the approval for reinsurance of health- 
service prepayment plans. We find listed here, eight criteria which we 
agree are the standards by which a good health-insurance program 
should be measured. However, we find no specifications for the ap- 
plication of these standards. This vital question is left unresolved as 
the bill simply proposes to give the Secretary of the Department of 
Health, Education, and Welfare authority to apply these standards 
in such a way as she determines will promote the purposes of the bill. 

In considering this section of H. R. 8356, we respectfully suggest 
this committee adopt the approach of H. R. 6949 which was also intro- 
duced by Chairman Wolverton. Section 5 of this measure incorporates 
specific standards applicable to plans eligible for reinsurance. Most 
of these, we feel, would contribute to the improvement of the adequacy 
of the protection afforded the insured individual. 

It appears to us that H. R. 8356 contains a major inner contradic- 
tion in that it places two responsibilities on the Secretary : 

1. To meet important social objectives and 

2. ‘To operate a sound reinsurance system. It seems to us that the 
reinsurance system can only be kept on a sound actuarial basis if the 
insurance is granted under conditions that make the social objectives 
unobtainable. Or if thesocial objectives are to be achieved, it can only 
be done by operating the reinsurance program at a consistent loss 
which would then convert the reinsurance program into a poorly dis- 
guised subsidy. Now we are not against a Government subsidy in this 
field, but we feel that if a program of subsidies to meet health needs 
is undertaken, it should be done directly and openly. 

In fact, bills which, in our opinion, more realistically approach the 
needs as outlined in the Secretary’s testimony have been introduced 
by a group of distinguished Senators and Congressmen, who are all 
incidentally of the majority party. In fact, this measure, when first 
introduced, had as a cosponsor in the House, the present Vice Presi- 
dent of the United States. 

I refer to Senate bill 1153 and H. R. 3582, 3586, and 4128, introduced 
by Senators Ives and Flanders, and by Representatives Javits, Hale, 
and Scott. The American Federation of Labor has never specifically 
endorsed this measure but it has by convention action noted the 
forward steps it represents in approaching the problem of providing 
«dequate health insurance for the entire population. 

This measure, in contrast to H. R. 8356, accepts the assumption that 
a public subsidy to voluntary insurance plans is the appropriate 
method for bringing most of the population under the coverage of such 
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plans. The following specific constructive provisions of this measure 
commend themselves to all concerned with basic health needs : 

1. It offers a nationwide scheme of insurance as a means of finane- 
ing medical services. 

2. The public charity principle involving a means test for lower in- 
come individuals and families is entirely excluded. 

3. It provides that in order to qualify for Federal-State aid, the 
plans or a combination of plans, purchasable by a family, must offer 
comprehensive services, that is, at least hospitalization and the serv- 
ices of family physicians as well as specialists. 

4. The membership charges in such plans cannot be flat rate, but 
must be based on a percentage of a subscriber’s income (up to $5,000). 

5. The majority of the governing board of every acceptable plan 
must represent those receiving medical care and services, 

It appears to us that this bill represents a more realistic and straight- 
forward approach to the needs than does H. R. 8356. 

We note, however, that title II of H. R. 8356 contains provisions 
which authorize the Secretary to “conduct studies and collect informa- 
tion concerning the organizational, actuarial, operational and other 
problems of health service prepayment plans and their carriers.” This 
title provides that the idbematida would be made available to the 
public and to sponsors of health-service and prepayment plans without 
charge. 

Such information which can only be collected and evaluated ade- 
quately by a Government agency would be very useful to us as we con- 
tinue to develop through collective bargaining agreements providing 
protection for wage earners. It would be particularly helpful to us 
as we continue to move into the newer area of providing direct service 
plans for wage earners and the members of their families. 

Mr. Chairman, we are also very much interested in H. R. 7700, 
which you introduced on February 3. You may recall that when I 
appeared before your committee on February 5, in connection with 
H. R. 7341, I called your attention to the fact that every example of a 
successful comprehensive health-service plan points to the importance 
of financial assistance in meeting the heavy capital outlays that are 
necessary for providing facilities for such plans. 

We know of a number of areas today where comprehensive health- 
service plans are about to get underway, but where the lack of means 
for financing the necessary facilities, constitutes a real barrier. We 
believe that this bill, by creating a medical facilities mortgage insur- 
ance fund, would go a long way toward meeting this vital need. 

While supporting this bill in principle, we should like to offer the 
following comments with respect to some of its specific provisions and 
suggest certain changes in some of the definitions : 

1. Section 702 (g) defines “group practice prepayment health-service 
plans.” This is a critical part of a very important definition, since 
every program of training insured loans must devote 60 percent of its 
facilities to services coming within this description. We feel that it is 
important that this definition should not, in any way, exclude compre- 
hensive programs set up by lay groups, such as cooperatives, citizens 
groups, labor unions, industries, and so forth, and who engage indi- 
vidual physicians or groups of physicians to provide services to sub- 
scribers, 
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There may be in this definition the implication that the physicians 
group must already be in existence before the plan can be established. 
We suggest that this ambiguity be removed. 

It appears also that this definition does not recognize the right of a 
medical staff of an existing hospital to form itself into a group or to 
function as a group, to provide services into a prepayment plan. We 
suggest that the wording be changed so as clearly to permit this kind 
of development which has frequently proved practical in past ex- 
perience. 

Section 702 (h) defines “health service association” as a nonprofit 
organization which undertakes to provide prepaid medical and sur- 
gical services to subscribers to contracts with “groups of physicians, 
partnerships of physicians, or with other associations of physicians.” 
We suggest that the word “physicians” be inserted before “groups of 
physicians” so as to permit a lay organization to enter into contract 
with individual physicians. 

Section 702 (1) defines “health contract” to cover either “medical 
care contract” or “hospital service contract” in terms which appear 
to us as too rigid. A hospital-service contract is one “to furnish bed 
and board in general or special hospitals * * *,” while a medical- 
service contract covers “obstetrical, anesthesia, diagnostic, and endo- 
scopic services which are directly related to any medical, surgical or 
obstetrical services, and any supplies incidental to such care.” 

This definition does not conform with existing practices, which are 
now uniform throughout the country. In practice, most hospitals cur- 
rently furnish much more than “bed and board” and provide many 
of the services defined as within the province of “medical service con- 
tracts.” We suggest that legislation with the objective stated in this 
measure should not interfere with present practice, in a manner to 
force changes which appear to conform solely to one particular school 
of thought on this controversial subject. 

We suggest that one further safeguard should be incorporated in 
the bill, namely, to provide that lay individuals or lay organizations 
cannot interfere with the practice of medicine as well as engage in the 
practice of medicine. It has always been our view that while the eco- 
nomic and managerial aspects of heal-service plans should be under 
a type of control in which consumer and other lay organizations can 
appropriately participate, the distinctly medical aspects of any such 
plans should be kept strictly within the hands of qualified professional 
medical persons. 

Mr. Chairman, with these suggested changes. which we feel in no 
way affect the major purposes of H. R. 7700, we urge the early adoption 
of this proposal. 

Again, on behalf of the American Federation of Labor, I wish to 
thank the chairman and the other members of the committee for this 
opportunity of presenting our views. 

he Cuarrman. Mr. Cruikshank, your entire statement will be made 
a part of the record in connection with this bill even though it does 
have reference to H. R. 7700. We appreciate your willingness to com- 
ment upon that. 

We are hopeful that when hecrings are held on that bill, that we 
may have the benefit your further appearance and help in the matter. 

I want to compliment you on the splendid analysis that you have 
made of this bill under consideration. 
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Of course, it has been disappointing to realize that the bill, in your 
opinion, does not’ measure-up to the objectives, yet we can discern in 
the statement that you have made a very sincere desire that the legis- 
lation shall meet the needs as they have been revealed to us so that 
we take your analysis as constructive in character and not just critical, 
and we appreciate that spirit. 

I do not know of anything that this committee needs more than 
helpful constructive criticism. Criticism that is made without sug- 
gestions as to how it can be improved is not very helpful, except to 
put the committee on guard as to what it is doing. But when there is 
lumped with that a willingness to suggest to us what could or should 
be done, then it becomes extremely helpful and is very much appre- 
ciated by this committee. And, it is in that spirit that we accept the 
statement which you have made this morning as a very sincere desire 
to be helpful to the committee. 

Mr. CrurksHank. Thank you very much. That was indeed our 
intention. 

The Cuarrman. Any questions ? 

Mr. Priest. Mr. Chairman. 

The Cuatrman. Mr. Priest 

Mr. Priest. Mr. Cruikshank, you have done a very fine job in the 
analysis that you have presented and in my opinion it is characteristic 
of your many appearances before this committee in the past. 

It seems to me on page 4 of your prepared statement, about the 
third paragraph, that you have pretty aptly stated some of my own 
feelings about this pending bill, that is, that it imposes on the Secre- 
tary of Health, Education, and Welfare, what you refer to as “a major 
inner contradiction.” In other words, as you, I think, rather aptly 
put it, the Secretary is supposed to meet the social objectives on the 
one hand and to operate or to supervise the operation of a reinsurance 
program on the other hand and is supposed to do it in such a way that 
there will not result any sort of subsidization. 

You take the position that the two objectives are sought at one and 
the same time, that is, reaching the social objective and still operating 
a reinsurance program in such a way that it does not become a sub- 
sidized program. 

Mr. CrurksHank. Yes, sir; that is precisely correct. 

Mr. Priest. That is the one overall question that has been in my 
mind all along. 

I never wish to put a damper on a piece of legislation which has so 
many finely stated objectives such as that we are now considering. I 
am not attempting to do that here, but it has been a little bit difficult 
for me to see how the broad objectives of the bill can be attained with- 
out doing as you have suggested, going into the question of subsidi- 
zation. 

I have asked 2 or 3 witnesses about this. I asked a witness yester- 
day, I believe, or the day before, from one of the insurance com- 
panies whether he considered that there was a subsidy in the pending 
legislation. Gh-p tye 

I note also that you stated that you have no objection to subsidies, 
but you felt that it should be very clear that that is what it is. 

Mr. CrurksHank. Yes, sir. 

Mr. Priest. There is one other question I want to ask at this point. 
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It is going to be necessary for me to be on the floor in a few minutes, 
= : hairman, after the House meets, and I hope to get back later in 
the day. 

Have you studied, Mr. Cruikshank, the very broad discretionary 
authority conferred on the Secretary with reference to the question 
of standards, and criteria, in the bill before us as compared to an 
earlier bill introduced by the Chairman? I believe you referred to it 
somewhat briefly. 

Is it your opinion that the bill previously introduced by the Chair- 
man, which sets forth some statutory proposals for statutory criteria, 
comes nearer meeting the standards of legislation which you believe 
is in the best interest of the public, than the bill before us? 

Mr. CrurxsuHank. Yes; I do, Mr. Priest. I have made a very brief 
reference to that, as you indicated, in my statement. We have noted 
the standards set forth in H. R. 6949. There are 11 of them that are 
listed, and as I indicated we felt that most of them were very valuable 
and would contribute to the actual protection afforded the policy 
holder of health insurance. 

For example, the first one, the subscriber charge must be fixed as a 
percentage of income. We think that is very sound. 

And the second, that the carriers must accept any nongroup appli- 

cant subject to these provisions stated in the third and that the sub- 
sc riber from outside of the state of domicile of health plan is limited 
to 25 percent of the total subscribers. 

Now, there are 1 or 2 that we have some question about. No. 7, 
for example, that the subscriber must pay $1 per day or 5 percent, 
whichever is less, of any hospital bill. 

We, generally, are not in sympathy with those fixed charges or costs. 
However, that is not one we would list as a major standard. 

We think the major standards as listed here are realistic and directed 
to the major areas of this problem. 

Mr. Priest. Thank you, sir. Of course, the committee is never 
bound by the language of any one bill and if we decide to report a 
bill dealing with the. question of reinsurance, we certainly will be 
at liberty, if a majority of the committee so decides, to write into the 
bill standards similar to the ones in the earlier bill introduced by 
the Chairman. 

I have been, for sometime, a little disturbed by the lack of statu- 
tory standards. I think we are embarking here in a new field some- 
what and I have a rather strong feeling that we should give some 
attention to that type of standards as contained in the Chairman’s 
earlier bill. 

Mr. Chairman, I will not ask any more questions at this time. 

Mr. Crurksnank. Mr. Chairman, I would like to comment just a 
little further, if I might, on Mr. Priest’s question, because I think it 
is most important. 

We realize, as you indicate, that you do, that there needs to be some 
elasticity in regard to the standards. We feel, however, that the 
complete blanket authority to the Secretary to establish them gives too 
much leeway. 

Standards of the kind indicated in H. R. 6949, we think are sound 
and still will provide some elasticity; but I think there is one further 
point which your committee could well consider and that is the re- 
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quirement that in the further development of standards implementing 
those that are set out in broad outlines, that the Secretary do two 
things: One, consult with the advisory council and secondly include 
in her annual report to the Congress, both her decisions with regard 
to standards and the recommendations of the advisory council. 

That would accomplish this purpose, in my mind. It will still 
leave authority and responsibility centered in the one person in whom 
it must be centered. But at the same time it places the burden of 
proof on her if the standards that she actually develops are in con- 
tradiction of those recommended by her advisory council, and it 
gives the Congress the chance to review what the advisory council 
recommended. 

Such procedure, we think, would be an effective brake on the Admin- 
istrator, since she knows that not only the standards that she wrote, 
but that those recommended by her advisory group will both be 
subject to review of Congress. 

Mr. Priesr. That would be included in the annual report. 

Mr. CrurksHank. Yes, sir. 

Mr. Priest. Is there not a precedent in the National Science Founda- 
tion bill that there is to be included in the annual report recommen- 
dations of the executive committees ¢ 

Mr. CrurksHank. That is right. 

Mr. Priest. There is a precedent for that provision. 

I am afraid I have taken too much time. Thank you, Mr. 
Cruikshank. 

That will be all, Mr. Chairman. 

The Cuatrman. I think it might be appropriate at this moment, in 


view of the thoughts expressed by our colleague, Mr. Priest, to place 
some emphasis a the suggestions or recommendations, or the 


thought suggested in connection with H. R. 3582, H. R. 3586, and 
H. R. 4128, introduced by Representatives Hale, Javits, and Scott; 
and also Senate bill 1153, which was introduced by Senator Ives and 
Senator Flanders. 

And in that connection I would like to say that we may ask you, 
Mr. Cruikshank, on another occasion to come prepared to discuss the 
provisions of those bills in more detail. 

The desire of this committee is to do something that will be worth 
while. There is no cut-and-dried plan, so far as the chairman is con- 
cerned, and I know that is true with respect to the individual mem- 
bers of the committee—they have already expressed themselves. 

There is, underlying all our thoughts and our questions, a desire to 
come to some conclusions that can be accepted and be helpful in rec- 
ommending something that will meet the needs of which we are aware. 
So that every consideration will be given not only to the two bills, 
but to any others that have been introduced on the same subject, to- 
gether with any suggestions that are being made by the witnesses who 
appear before us, as to what the legislation should include. 

As I previously stated, criticism in itself is not helpful except in a 
very limited way. Constructive criticism, however, such as you are 
attempting to give, can be very helpful, and that is the spirit we wish 
would be provided by all of the witnesses who come before us. In 
other words, while they might have criticism, we are hopeful that 
there will be, associated with their criticism, constructive suggestions 
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that can prove helpful to the committee, as it gives its consideration 
to this important matter. 

Mr. CrurksuHank. Well, Mr. Chairman, that is just why we like to 
appear before your committee. We have followed pretty closely the 
whole conduct of this and the previous hearings, and the whole tenor 
and approach has convinced us, if we needed any convincing, that you 
and your fellow members of the committee are really earnestly wrest- 
ling with what you recognize as one of the really tough but important 
problems of the country today. We have gathered from the spirit in 
which these hearings have been conducted, that you are not coming 
out with a “take it or leave it” plan, and we don’t present testimony 
in that vein either. 

We want to make such contributions as we can, giving you the point 
of view and experience of our membership, so that you may have that 
in your hopper along with the experience of other citizens of the 
community and come up with something constructive. We are con- 
vinced you want to do this and you will do it. We will be very 
rlad to present in more detail our ideas with respect to the Ives, 

‘landers, Javits, Scott, and Hale bills, and any others that you have 
under consideration. 

The Cuarmman. Thank you. 

And there any other questions, gentlemen ? 

Mr. Doututver. Mr. Chairman. 

The Cuamman. Mr. Dolliver. 

Mr. Dotuiver. I regret, Mr. Cruikshank, that I was called out of 
the room during a part of your testimony. However, I do know that 
there are many, many of the affiliates of the American Federation of 
Labor that have health plans of their own. Is that not true? 

Mr. CrurksHank. Oh, yes, sir. 

Mr. Douirver. Can you give us any estimate of the proportion of 
the membership of the American Federation of Labor that would be 
under some kind of a health provision ? 

Mr. CrurksHankK. Roughly I would say pretty close to three quar- 
ters of the membership. 

Mr. Dottiver. About 75 percent ? 

Mr. CrurksHank. That is a rough statement. I believe that I in- 
dicated a more precise statement in the previous statement that I 
made. 

Mr. Donuiver. I was under the impression that a large majority 
of your membership has some kind of health protection in connection 
with their union contracts. 

Now, I suppose those plans are not at all uniform. 

Mr. CrurksHANK. No, sir. 

Mr. Doutiver. That they are widely varied, depending upon the 
bargaining situation and other factors which have entered into the 
contracts ¢ 

Mr. CrurksHANK. Yes, sir. 

Mr. Douxiver. The next question is a general one which you may 
not wish to answer, or maybe cannot answer; but I would like your 
opinion on itanyway. I think it is of great significance in connection 
with this present legislation that is before us. 

Do you believe that the reinsurance which is envisaged in this pend- 
ing legislation would be usable or would be helpful to any of the 
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health programs that are carried on by the affiliates of the American 
Federation of Labor? 

Mr. CrurksHank, I believe that in some areas it would be of some 
help, particularly where the contracts include an arrangement with 
the Blue Cross or a similar hospital type of protection. If, for ex- 
ample, we wanted to include in a contract a provision extending the 
elective coverage of individuals after they leave employment or on 
retirement, which is now not possible except in a very few cases. 
That in a limited way would enable them to push into those areas. 

Mr. Harris. Mr. Chairman, will the gentleman pardon me for an 
interruption ¢ 

Mr. Dottrver. Yes, Mr. Harris. 

Mr. Harris. I think our colleagues, as well as our guests here, 
would like to join in extending our felicitations to our colleague on 
the committee, Mr. Priest, who has a birthday on this day April 1. 
| Applause. | 

I discovered it by way of radio this morning, when he participated 
in the Mark Evans program. He was born on April Fool’s Day, but 
certainly such a traditional term cannot be ascribed to such a grand 
person. 

The Cuarmman. I do not know of any nicer message that could 
come to us on April 1, which is the anniversary of the coming into 
this world of such a distinguished and worth-while citizen. 

Mr. Prixst. I appreciate that, Mr. Chairman. 

Mr. Harris. Thank you, Mr. Dolliver. 

Mr. Dotiiver. That was certainly well put. 

I have a further question. Would you be able to estimate at this 
time the proportion of the 75 percent that might take advantage of 
such reinsurance provisions as are contained in this bill, or would that 
be impossible at this time? 

Mr. CrurksHank. I do not think it would be possible, Mr. Dolliver. 
I am convinced though that it would be quite small. 

Mr. Doxutver. Quite small ? 

Mr. CrurksHAnk. Yes, sir. 

Mr. Doxutver. In other words, this reinsurance which is proposed 
in this legislation would not have any great impact upon the health 
plans presently in existence, in your various subsidiary organizations? 

Mr. CrurksHank. That is correct, and for this reason. We have 
been experiencing and are experiencing more and more limitations and 
shortcomings of the indemnity type of plan and are beginning to 
move into the service type plans; the service type plan does not run 
into the kind of problem which can be met by reinsurance. 

You have before you a statement filed by Dr. Baehr, medical direc- 
tor of the Health Insurance Plan of Greater New York, and Dr. Baehr 
kindly provided me with a copy of his statement. I talked with him 
on the telephone also about this matter on 2 or 3 different occasions, 
when we were first reviewing this bill, and I asked him if he felt that 
the kind of service plan which he directs and which is the largest one 
in operation in the country, would benefit from it. He felt that it 
would not. 

He agreed that the Blue Cross and that type of hospitalization prob- 
ably could get some benefit from it, but his direct service type of plan 
would not, 
46789—54——17 
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That is the trend in our health plans. Service plans are not prac- 
tical to put into operation in some situations and in a number of 
communities for the reasons I stated in connection with my remarks 
relating to H. R. 7700. The barriers are not the barriers which this 
reinsurance approach would remove. The barriers are of a different 
nature and they are largely the first initial cost of the surveys and 
studies that are necessary beleee you can start to make any benefits 
available and also the very heavy capital outlays that are necessary 
to set up health centers. 

As I indicated, in a number of cities, unions are combing for an over- 
all health service type plan, which they buy into by collective- 
bargaining agreements. Some exist; others are being set up. 

Mr. Dotiiver. That is typified in St. Louis? 

Mr. CrurksHank. Yes, sir; that is one. Philadelphia is another, 
where 22 unions have gone together. They were able to do that, 
because of the peculiar situation existing in the city of Philadelphia. 
A number of them had treasuries that were substantial, and the fact 
that an old hospital was for sale cheap, made it possible for them to 
get over this hump. 

On the west coast, the Permanente plan got over the hump because 
of the resources of the Kaiser organization back of them. 

In New York there was a $200,000 fund made available by several 
of these foundations; plus the fact that the mayor of New York as- 
sured them of a large clientele to start with without any solicitation 
by bringing the city employees in. 

So that by that combination of circumstances, where these plans 
are in operation, there has been some fortuitous elements that enabled 
them to get over this first big hump. 

H. R. 7700 addresses itself to that problem and that is a more real 
and pressing problem than the kind of problems that can be removed 
by reinsurance plans. 

Mr. Dotiiver. Your comments about the Blue Cross is certainly in 
line with and had the support of others who have testified here. Mr. 
McNary, of Michigan, was here several days ago. His testimony 
virtually coincides with yours. 

Would you say that more of the union plans of the A. F. of L 
affiliates are indemnity or service plans at the present time? 

Mr. CrurksHanx. Many more of them are indemnity. 

Mr. Doxttver. But the trend is to get service plans rather than 
extend the indemnity plans; is that true? 

Mr. CrurksHank. Well, that needs to be accurately stated, Mr. 
Congressman. That needs to be qualified a bit, I think. If yoa 
would take the bulk of the new plans that are developed they are 
probably still in the area of indemnity, because that is what is avail- 
able. However many of the old plans that were on the indemnity 
basis are now either starting the service plans or have studies under- 
way directed toward the possibility of a service plan. 

In Chicago, for example, a great many of our unions have for years 
had various types of indemnity plans. They have held two con- 
ferences within the last year where several hundred delegates have 
come together expressing their dissatisfaction with those plans and 
exploring the ways in which they could move into a service plan. 

In the city of Milwaukee—and Mr. Biemiller could tell you much 
more about that, as he is closer to it and he has followed it very 
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closely—quite a number of the unions there have undertaken the 
development of a service plan, although they are still operating under 
their indemnity plan. 

Mr. Dotuiver. Thank you very much. That is all, Mr. Chairman. 

Mr. Kier. Mr. Chairman. 

The Cuarrman. Mr. Klein. 

Mr. Kuxrn. I have 1 or 2 questions. 

I take it, Mr. Cruikshank, that your organization does not favor 
the enactment of this legislation as presently written ¢ 

Mr. CrourksHAnkK. We would like to see some changes, Mr. Klein, 
but we would not be registered as against the bill; certainly not 
against its purposes, 

Mr. Kern. Well, do you think, Mr. Cruikshank, that the enactment 
of this legislation would do anything to provide health insurance to 
the 75 percent of the families in the low-income group; that is, lower 
than $2,000, who do not presently earn enough to have any form of 
insurance of this kind. Do you think the enactment of this legis- 
lation will help those people get that type of insurance? 

Mr. CrourxsHank. No, I do not. 

Mr. Kier. Do you think it would increase the coverage in any 
way of the people in those low-income groups? 

Mr. CrurksHank. No, sir; not appreciably. There might be a few 
exceptions. We cannot foresee them. 

Mr. Kixr. Let me read you one statement. And, I assume in this 
case the party is talking about the general principles of the act. 

It does not increase the ablility of the insurer to sell protection to the 
unwilling buyer. 

Reinsurance does not reduce the cost of insurance. Reinsurance does not 
make insurance available to any class or geographic area not now within the 
capabilities of voluntary insurers to reach. 

Mr. Crurksuank. Yes, sir; I would agree with that statement. 

Mr. Kuern. Can you offer any suggestions at this time—and I 
know you are interested in this problem, and I suppose in all of those 
in the lower income group, not only those in the A. F. of L., but all 
wage earners that you would like to have in the federation. Can you 
offer any suggestion in the form of any amendment to this legislation 
or recommend anything that you think might make this type of 
insurance available to those people who presently cannot afford it / 
At least, the 75 percent of these who earn less than $2,000 a year. 
Can you recommend anything that would provide some kind of medi- 
cal insurance or this t pe of insurance to them ? 

Mr. CrorksHank. Well, sir, within the framework of the so-called 
voluntary plans—and I take it that that is the framework within 
which your question is desired. 

Mr. Kur. Yes. 

Mr. Crourksuank. I think that the approach that is contemplated 
in the Ives-F landers bill has as much ‘oie as any, because in that bill 
a number of principles are recognized. One, it 1s frankly recognized 
that the people in the very low income areas would have to have a 
plan that had some subsidization. Also that there are two kinds of 
subsidization: a direct and an indirect. The indirect is the placing 
of the premium cost on a percentage of income rather than a flat 
rate. That means that the people with higher incomes pay that per- 
centage, or bear a larger cost than they perhaps use. Secondly, a 
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direct subsidy from the general revenues of the Government to en- 
able these plans themselves, approved plans, to carry their costs, to 
provide the services that they need to provide. 

Now, of course, when the Congress would approve such a subsidy, 
they would have to be pretty precise about the standards and the 
nonprofit character of the plans that they were subsidizing, and that 
is an important thing. 

I believe that such an approach as is contemplated in that measure 
should be, as it is in that bill, confined to the nonprofit agencies rather 
than commercial carriers. 

Mr. Kuxrn. One final question. 

If no amendments were adopted—and, of course, that will not 
happen—but, let us just say theoretically, that if the bill were to be 
reported as it has been presently introduced, would the American 
Federation of Labor endorse it or support it? 

The Cuatrman, Is that a proper question to put to this witness? 

Mr. Kurz. The witness can answer it if he wants to. I just want 
to know whether they would endorse the legislation without any pro- 
vision with regard to extending it to all people who should be covered 
in some form. 

The CuarrMan. The reason I said that is I do not want the witness 
to feel embarrassed. 

Mr. Kern. I will withdraw the question. I do not want to em- 
barrass anybody. 

I will yield the floor to Mr. Rogers. 

Mr. Rogers. Will the gentleman yield? 

The Crarrman. What I have in mind, Mr. Klein, is this: The wit- 
ness came to testify on this particular bill as to his views. I think 
he would hesitate to express at this time what would be the action 
which would be taken by a body that has not acted upon the bill as 
yet, and I just wanted to point that out. Personally I think I can 
gather from what he has said what the attitude would be. 
~ Mr. CrurksHank. Thank you, Mr. Chairman. 

Mr. Kuern. I think, Mr. Chairman, that the witness has answered 
that he favors the general objectives of the bill, although I would 
assume that he is not in favor of the bill as presently written, and 
that is all my question is directed to. 

The CuamrMan. He has made that very plain. 

Mr. Kuer. I will withdraw my question. I will yield to the gentle- 
man from Florida. 

Mr. Harris. Before leaving that point, Mr. Chairman, I thing as a 
matter of procedure it is generally customary for a witness to state 
his position, if he desires on any bill on which he testifies; there is 
nothing unusual at all about an organization or a witness stating 
whether they favor or disfavor a bill on which they are testifying. 

And, in answer to the question Mr. Klein asked, I would refer to 
your statement on page 6. You say: “We urge the early adoption 
of this proposal.” That means H. R. 7700? 

Mr. CrourksHank. H. R. 7700. 

Mr. Rogers. Are you through? 

Mr. Harris. Yes. 

The Cuarrman. There has been no ruling by the Chair to the effect 
that the witness cannot answer the question. I have merely asked the 
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propounder of the question whether he wishes to press that kind of 
a question. That is all. 

Mr. CrurksHANK. May I defer, Mr, Chairman, to Mr. Biemiller ? 

Mr. Kuer. I will withdraw the question. 

Mr. Harris. I would like to know whether they support it or not. 

Mr. Kier. You ask him. 

Mr. Harris. I will ask the question if the chairman will permit. 

The CHatrman. Mr. Harris, the Chair has never yet ruled any 

uestion out of order, so far as I know. I have many times thought 
that the questions were not in order, but nevertheless I have never 
taken the position that they cannot be asked. 

Mr. Harris. The Chair is always very liberal but I think the ques- 
tion as to whether or not they will support this bill is a very appro- 
priate and proper question. 

Mr. Rogers. I see in your paper that you make reference to one 
feature which I have always interpreted as a provision of this bill. 
It is the bill that affords a subsidy, I believe, according to your 
testimony. 

Mr. Crurksnank. I said a possible subsidy; yes, sir. 

Mr. Rocrrs. And you say that you favor, if we are going to have a 
subsidy, that it should be directly and open ? 

Mr. CrurksHank. Yes, sir. 

Mr. Rogers. Now, just what, in a brief statement—how would you 
propose a provision in this bill that would comply with a subsidy as 
in your judgment would be in the best interest of the health conditions 
of the country ? 

Mr. CrurksHank. Well, within the framework of this bill, Mr. 
Rogers, it might be done simply by removing certain requirements 
that the reinsurance program be kept actuarially sound. That is now 
stated as an objective of the bill. 

Mr. Rocers. But you say that it cannot be kept actuarially sound 
and at the same time give the social benefits that you desire or that is 
desired. 

Mr. CrurksHank. That is our opinion of it; yes, sir. 

Mr. Rogers. That is your opinion of the bill? 

Mr. Crurksnank. If you give some precedence to social objectives 
you must recognize that the attainment of those, will put the operation 
of the reinsurance program in the red, and you must authorize the 
expenditure of money to meet those deficits. 

That would be a clear indication that you gentlemen were going 
into the subsidy with your eyes open and recognizing the need and 
necessity for it. 

Mr. Rocrrs. Now, let me get your observations and your judgment 
on this problem, this fund of $25 million that is supposed to be 
created. Would you interpret that at all as being in the interest of 
the insurance companies and not the beneficiaries or the health in- 
surance ? 

Mr. Crergsnank. No, sir; I would not make that criticism. I do 
not think that the bill has any disguised intent certainly of draining 
that $25 million off into the profits of the insurance companies. It is 
meant, as stated, as a revolving fund. The requirements are placed 
upon the Secretary to keep the program actuarially sound and to ad- 
just rates periodically in order to meet that objective. 
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Mr. Rocers. However, if there is a loss in writing health insurance, 
the insurance companies are reimbursed out of that $25 million. Is 
that right? 

Mr. CrorksuHank. I am sorry, but I did not quite catch your 
question. 

Mr. Rogers. Should there be a loss on reinsurance or health in- 
surance, whatever loss the companies might sustain, this $25 million 
fund would share in those losses, would it not? 

Mr. CrurgksHank. Yes; that is right; but you understank the re- 
quirements are on the Secretary to correct the rates. Those losses 
would be temporary and short-term. 

Mr. Rogers. If the losses are taken care of; is not that right? 

Mr. CrurKsHank. Yes, sir. 

The Cuarmman. I do not want to interrupt your questioning, but 
that is the second bell, and, of course, we have to be on our way. 

The committee will reconvene as soon as we can after answering 
the rollcall in the House. I am sorry that this has happened in this 
way, but I think after we answer the rollcall, we will be able to 
continue. 

(Thereupon, the committee took a recess at 11:13 a. m., for the 
purpose of answering a rollcall, after which, the following proceedings 
were had :) 

The Cuarrman. The committee will come to order. 

Are there any questions, gentlemen ? 

Mr. Hesevron. Mr. Chairman. 

The Cuarrman. Mr. Heselton. 

Mr. Hesexton. Mr. Cruikshank, I unfortunately was not able to be 
here when you made your statement, but I have had an opportunity 
to read it and I am very much interested in the point of view that you 
have expressed, I would like to be more certain as to some aspects of 
your attitude toward this legislation. 

In the first place, for the record, what is the membership of the 
American Federation of Labor, approximately ? 

Mr. CrurxsHank. It is a little over 10 million at the present time, 
Mr. Heselton. 

Mr. Hesexton. Is it not true that you want us to accept your position 
as being in favor certainly of the objectives of the bill, but rather hope- 
ful that some means may be arrived at by which the coverage can be 
broadened. Is that not an accurate statement ? 

Mr. CrourksHAnkK. Both quantitatively and qualitatively; yes, sir. 

Mr. Hesevton. I do not know whether you have had an opportunity 
of listening to the presentation of Mr. McNary’s testimony, which he 
made on the 26th. 

Mr. CrourxsHank. No, sir. 

Mr. Hesevron. I was very much interested in what he said and I 
think he pointed out a distinct advantage in this bill as it is drafted, 
although I am sure that he would share the point of view that it should 
be carefully studied and considered and perhaps certain language 
should be developed that would be helpful. 

He appeared in behalf of the Blue Cross and the American Hospital 
Association. 

He told us that as of last December there was 43 million people in 
the United States who were members of the Blue Cross; about 5,500 
hospitals which were members of the American Hospital Association, 
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and he estimated that approximately 100,000 physicians were on the 
staffs of those hospitals; and then he told us about the situation in 
Michigan which, I understand, is one of the high-rate States in the 
Blue Cross program. 

He said that the costs to a family to insure under the Blue Cross in 
Michigan was $5.85 a month, and that led me to ask him if most of their 
coverage was not group coverage and if they did not have trouble in 
covering a great many individuals who could not qualify in groups, 
and if he did not believe that this bill as it has been submitted might 
not enable them to extend their coverage quite rapidly, and to quite 
a number of people who would be in a position to buy the protection, 
but simply could not qualify because they did not belong to any group. 
He said quite definitely yes. 

On that particular phase of it, and recognizing that this is an 
experiment—the Department so testified—and recognizing that there 
is much to be learned, much experience to be gained, and whatever 
experience is gained means that we will undoubtedly have many more 
people covered by some type of insurance, would you not feel that 
on that basis alone the bill offers a very encouraging development 
in the field of health insurance ? 

Mr. Crurksuank. Well, Mr. Heselton, I would think that that was 
a forward step, but not a very large one, or not a very significant one. 

The items that you mentioned relating to Mr. McNary’s testimony, 
are substantive items, but the hospitalization costs themselves need 
to be recognized as neither representing the major costs for medical 
care and service to families, nor are they directed to the basic health 
needs. 

In fact, while protection against hospitalization bills is good, it is 
not an unmixed good. For example, in the group coverage that we 
have with our labor groups, we find the adding of additional costs 
sometimes wipes out an advantage. 

Now, we are having some difficulties with the Blue Cross itself in 
some areas. The International Ladies Garment Workers, for ex- 
ample, had the Blue Cross. They felt that Blue Cross acted rather 
arbitrarily and canceled the whole group of contracts in the State of 
New Jersey. 

I do not know just exactly what the difficulties there were, but 
it involved additional benefits that were written into the agreement 
with employers and the Blue Cross said that they could not carry 
people that had that additional type of protection, which appeared to 
us, at least, to be a rather arbitrary and unilateral decision. Our 
garment workers union went to another type of protection then be- 
cause of the cancellation of this agreement covering several thousand 
workers in a section of New Jersey—and as a matter of fact, Mr. Chair- 
man, I believe it was in the Camden area that this took place. 

The CuarrMan. Will the gentleman yield? 

Mr. Hesexron. Yes. 

The Cuarrman. It is our intention and expectation that Mr. Sorg 
of the New Jersey Hospital Association will be a witness here tomor- 
row. I am very glad to learn of the situation that you have just 
related in order that it might be put before him as a question for 
explanation. 

Mr. CrurksHank. Mr. Chairman, there appeared before your com- 
mittee, Mr. Umhey of the garment workers, and I am sure he would 
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be glad to make available to you their experiences. He could do it 
by letter if you wish. He could make available to you the experi- 
ences he had in that and some other areas, with this type of protection. 

Now, as I say, Mr. Heselton, while the extension of hospital pro- 
tection is a good thing, it covers only a small portion of the bit, 
of the total medical bill. It does not do anything helpful in this 
whole important area of preventive medicine. So that, while we are 
not condemning the bill for what it does, we think it fair to compare 
what has been presented as a major part of the health program of 
the administration against these important needs and to point out 
that it is a very limited approach to the whole problem. 

Mr. Hesevron. If I understand you correctly—and I certainly 
share your interest in the other phase of the health program—of 
course, we do have basically a four-pronged attack upon this overall 
problem. I am very glad that the committee and the House has 
unanimously approved of the extension of the Hill-Burton Act, which 
carries within it at least a constructive approach toward the enlarge- 
ment of our facilities and skills, and helping people who can do some- 
thing about preventive medicine. 

Now, we are dealing with this coverage in the terms of what seems 
to me to be one of the most important phases of the program itself, 
in that we have had, as you know, considerable testimony about this 
tragic problem of catastrophic illness which can strike a family sud- 
denly and wipe out every resource that they have; and as I see it, 
this is an attempt at least to work along that line. I do not suppose 
that anybody can suggest anything in the way of relief that will 
reach out and block off that type of occurrence, but at least it is an 
attempt to extend coverage to the point where we can gradually work 
a minimizing the effect of catastrophic illnesses on the ordinary 

amily. 

To that extent, it seems to me that we have to perhaps go a little 
more slowly, because it is in a new field, and some might be inclined 
to criticize that, yet I do not see how we can hope to provide a result 
as far as the Federal Government is concerned unless we do take these 
first preliminary steps. 

I feel rather anxious that responsible groups like yourselves, if 
they do share the idea that it is useful effort, to spell out the solution, 
would give us the benefit of any alternative language or anything 
looking to the possible strengthening of the bill iself. 

I took it, as I read your statement, that you were attempting to do 
that; that you were indicating some intent to the effect that Mr. 
Wolverton’s first bill might be very usefully considered in connection 
with the final drafting of this bill. 

I do not want to put words in your mouth, and yet I think for the 
benefit of the many Members of Congress who will have this problem 
before them, it will be useful if you could indicate that you felt that 
we should take action in this field and that the bill is an approach 
toward it in any way; a reasonable approach. 

Of course, we must bear in mind that there were some very skilled 
persons who were called in as consultants with the Department, in 
the drafting of the bill. They have the advantage of their abilities. 
They were experts, actuaries who helped. 

I would like to have either you or Mr. Biemiller indicate whether 
or not you do not feel that this is a good start anyway and with some 





HEALTH REINSURANCE LEGISLATION 261 


more intelligent efforts we might be able to get going in this par- 
ticular field. 

Mr. Bremiiier. Mr. Heselton, may I attempt to summarize what 
we have said is our position. You are quite right, we have offered 
certain constructive criticisms and suggestions as to changes in the 
bill itself. The essence of those changes probably rests with the re- 
quest for some statutory standards and then the further check of 
the advisory committee in supervising the implementation of those 
statutory standards. 

As we say in our statement, we are under definite instructions from 
this matter of standards from the committee of social security of the 
American Federation of Labor. We feel very strongly that it would 
be a mistake to pass a bill that does not have certain minimum statu- 
tory standards in it. 

Secondly, we will agree that the bill if it is amended in such man- 
ner and possible in one or two other places, is a forward step. 

I think our feelings on it, however, have been tempered by the mis- 
guided attempt of certain public-relations representatives of the ad- 
ministration to ballyhoo it as a great practical cure-all for all of the 
medical economic problems of the Nation. That it certainly is not, 
in our view, as we have made clear, and I think if the bill were recog- 
nized in its proper perspective as simply a small step for meeting the 
problem, that there would be a friendlier reception of it. 

Mr. Hesevron. Did you have an opportunity to hear Mrs. Hobby? 

Mr. Bremitier. No; I was not present. 

Mr. CrurksHank. We went over her testimony. 

Mr. Bremitter. We went over her testimony very carefully. 

Mr. Heseiron. Do you not agree that she very conscientiously at- 
tempted to make it clear that as far as she was concerned, and as far 
as the Department was concerned, they do not consider this a cure- 
all by any manner of means. They consider it a part of an effort to 
try to begin meeting the problem. She indicated that it was an ex- 
periment and she indicated it would require cooperation on the part 
of the carriers. She cautioned, it seems to me, against any illusions 
that just by the passage of this bill we were going to overnight solve 
all of the problems involved; and it is my feeling that if those who 
are interested in it—and I know certainly you are, and your organi- 
zation is definitely interested in it—can work with those of us in 
Congress who are interested in it, we can come up with something that 
will be a distinct advantage. 

I would be very unhappy if I thought any distortion had gotten into 
this picture that the public is being misled into thinking that this 
committee could certainly provide full protection. I think in this 
area that is a distinct part of the program that has been presented, 
and simply because it does not offer the fullness desired is no reason 
why we should not go ahead and work in this particular field, which 
as I said strikes me as particularly important in trying to find some 
way to help people who are struck down by catastrophic illnesses. 

There, I think, is the challenging problem for the Federal Govern- 
ment. 

Mr. Bremitxer. I would agree that it is a challenging problem and 
an important one, but again, we have to point out that catastrophic 
illness is not the basic problem confronting us either. We are frankly 
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more concerned with extending the type of service plan such as was 
described to this committee by Mr. Cfbbons of St. Louis. 

Or the Permanente type, or HIP of New York, where you can 
get at the question of preventive medicine, and we think that area is 
where we should be attempting to strengthen extant plans. Even the 
full-indemnity plans carry the one tremendous weakness, that they 
never touch the question of preventive medicine. 

Now, it is for that reason that we also in this testimony point 
out that we are more interested in H. R. 7700, and I might also add 
H. R. 6950, which is a bill of a comparable nature concerned with 
medical facilities. We are very hopeful this committee is going to 

ay some attention to 7700, in addition to 8356. In fact, they could 
be considered as implementin the bill before you. 

Mr. Hesevron. Mr. Biemiller, at this point in the record, I want 
to say that I may have misspoken myself when I emphasized catastro- 
phic illness. I do not think by any manner of means that this bill 
ee is directed to that alone, and I tried to indicate that when I 
said that Mr. McNary’s testimony impressed me as to the possibility 
of additional coverage of ple who would like to be covered but 
are not eligible to be covered. But, I certainly think something needs 
to be done, and I think the hearings that were held before this com- 
mittee last summer and fall, when you were es pointed up 
that no action is not going to be satisfactory so far as the American 


eople are concerned, or the fear that you cannot accomplish somethin 
is not going to be a satisfactory result, so far as they are concerned. 

Mr. Bremituer. We are very much concerned with this. We all 
see that there is no more pressing problem and no problem that is 


more consciously on the minds of the American people than this whole 
health question is today. Certainly that is shown by the tremendous 
importance placed upon it in collective bargaining and the tremendous 
time that you know our people are putting on this question, which is 
yust a good concrete illustration of how the American people feel 
about it. 

Mr. Hesetron. I recognize that. Do not misunderstand me. Iam 
not saying this in criticism at all of the A. F. of L. I am trying 
to think out in my own mind what other kind of approach can be 
made. 

Mr. Bremitier. We certainly are willing to explore those with you, 
as you know. 

Mr. Dotuiver. I would like to raise this question with you, Mr. 
Biemiller. 

You made the comment that one of the very important factors in 
this whole health problem is preventive medicine and that the public 
is very much alive to it. 

I wonder, has there been such a development of that field and such 
emphasis on that kind of a thing given by the medical and healing 
arts professions. Do you think so? 

Mr. Bremitzer. I will yield to Mr. Cruikshank, Mr. Dolliver. 

Mr. CrurksHanxk. I do not think there has been sufficient, but it 
has been a growing matter of interest. 

In the ordinary fee for service-type practice, the relationship of a 
doctor and patient deemphasizes the preventive care. In group prac- 
tice and prepayment plans, the incentive will work the other way and 
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that has been a growing emphasis in the medical profession and among 
groups of consumers, too. 

Mr. Dotttver. Of course, we have !)\! » large, rather expensive 
public-health program in preventive meu: \1e, in the field of tubercu- 
joules for instance, as well as some of the other diseases which a gener- 
ation or two ago were epidemics which have now disappeared—small 
pox, yellow fever, and a host of others. 

Mr. CrurksHank. The whole area of public activity in this field 
has placed tremendous emphasis on preventive medicine, of course. 

Mr. D@ur1ver. Do I understand now you pinpoint it on the ques- 
tion that fee for service medicine and that sufficient emphasis has not 
been placed upon prevention ¢ 

Mr. CrurksHank. Yes, sir. 

Mr. Douiiver. Thank you, Mr. Heselton. 

Mr. Hesevron. If this is not the type of a question that should be 
asked, I hope that you will indicate it; but I am wondering, do you 
have any figures as to the number of members of the A. F. of L. who 
do have the benefit of some type of insurance of this nature? 

Mr. CrurxsHanxk. Well, we have those figures. They have been 
compiled by the Bureau of Labor Statistics in various studies of very 
wide sampling and review of contracts that include this kind of serv- 
ice, and roughly, it is about three-quarters of the membership, we 


think. I do not have those figures right before me, but they are 
fairly current figures and are available on a pretty wide sampling 
basis. But, they have a very wide range, Mr. Heselton, from a mini- 
mum hospitalization type of protection for the worker alone, all of 
the way to a complete family protection of a very comprehensive kind 


and there are just hundreds of variations between those two extremes. 

Mr. Heseiron. With reference to the problem of the widening of 
that coverage both among the three-quarters that have some and the 
one-quarter that has none, do you feel that this bill would perhaps 
be an aim in accomplishing that result ? 

Mr. CrurksHank. I do not believe that it would be an aid to im- 
proving the quality of medical service and care available. It might 
m some areas, might possibly provide to a limited extent, coverage. 
We might be able to get some contracts for coverage and some pro- 
visions in contracts we cannot own; but I think it would be quite 
limited. 

Mr. Hesevron. In terms of coverage itself, I take it you referred 
to the Blue Cross, and I take it that probably covers not only the 
Blue Cross, as far as your membership is concerned, but also some 
private carriers. 

Mr. CrourksHank. A great many private carriers; yes, sir. 

Mr. Hesevron. I recall last fall, a representative I believe of the 
United Air Lines testified as to a very unusual coverage that they 
have been able to develop. I do not recall whether that was American 
Federation of Labor or just what the situation was; but have you 
found that carriers other than the Blue Cross type, or private insur- 
ance companies, have been willing to experiment with you in terms 
of extended coverage ? 

Mr. CrurksHank. Well, they have been willing to make some ex- 
perimentation. You run into many; you run into some limitations in 
what an insurance company, the type of contract that they can write. 
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Usually your extent of coverage on the indemnity types is limited 
primarily by what we are able to negotiate in terms of costs. 

Mr. Hesenron. Thank you very much. 

Mr. Patiy. Mr. Chairman. 

The Cuamman, Mr. Pelly. 

Mr. Petiy. Mr. Cruikshank, I share our chairman’s gratification of 
the careful analysis that you have given this legislation and while it 
is critical, I think as he has said, it is very constructive. 

It seems to me that often questions are directed to witnesses in order 
to try to get an answer which meets the particular questiémer’s point 
of view, and—present company accepted—I sometimes notice that 
even in this committee. 

I just want to ask a very direct simple question which is very much 
apart from that. Can you find in this proposed legislation some bene- 
fit to a program like the teamsters’ plan in St. Louis, which to me, is 
probably the most liberal and broad coverage that is given? 

Mr. CrurksHank. Yes; it is certainly one of the most compre- 
hensive. 

I do not think there is anything in here that would help the St. Louis 
Health Center. 

Mr. Petiy. One of the provisions, as you know, in this legislation, 
is that if existing reinsurance is available no plan could obtain Fed- 
eral reinsurance. 

Mr. CrurksHank. Yes. 

Mr. Pewiy. I have never been able to find out just what existing re- 
insurance there is. I wonder if you know of any explorations, which 
have been made with private insurance companies to try to ascertain 
whether it is possible to broaden coverage to cover catastrophic 
illnesses. 

Mr. CrurksHank. No, sir; I am not acquainted with that. I do 
not know. 

Mr. Pewiy. I have just wondered, for example, in the case of the 
teamsters’ plan, whether one policy could not be taken out with a pri- 
vate carrier which would extend coverage to some individuals whose 
sickness might run into thousands of dollars so far as the costs are 
concerned. 

Mr. CrurksHank. Well, I do not know that they have run up 
against that particular problem. 

Mr. Pexiy. I would say that there was certainly no testimony to 
that effect, we all know that one health plan could be hurt if one illness 
was a lifetime illness. Therefore, one insurance policy with the cost 
spread through all of the ee in that program at very modest 
cost could insure the members against truly catastrophic problems. 

Mr. CrorksHank. Well, of course, if you have a large enough group 
when your insurance goes on a service-type plan, you presumably ab- 
sorb that. You could with even a relatively small group have say 2 
or 3 very prolonged experiences, such as brain surgery for example, 
that would throw your calculations of cost out, but even there if you 
had a large enough group, even two or three thousand, or more, you 
could absorb even the few cases like that, unless you had just some 
accidental lumping of 5 or 6 long expensive cases in 1 relatively small 
group, you would not be apt to run into that problem. 
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Mr. Petxy. I think you have answered my question. In other 
words, there is a large enough membership in the St. Louis plan so that 
the risk could be spread among the members without reinsurance. 

Mr. CrurksHank. Yes, sir. I am looking here, Mr. Pelly, at the 
statement of Dr. Baehr of HIP in New York. You have that before 
you. I believe it has already been put into the record, Mr. Chairman. 
But he addresses himself just to this point. He says, after saying 
what it would do for some particular types: 

At the same time, I should like to emphasize that reinsurance will not signifi- 
cantly help group practice medical service plans like HIP which already provide 
comprehensive personal health services to insured persons without any essential 
gaps in benefits. These comprehensive service plans do mot use fee-for-service 
system of payment but remunerate groups of physicians on an annual per capita 
basis. For this reason they are not confronted with unpredictable or unantici- 
pated benefit costs. Reinsurance will, therefore, have little or no influence on 
encouraging their growth or their extension to areas where they do not as yet 
exist. 

Mr. Petry. We had a very excellent witness in his own capacity 
connected with the Blue Cross, as well as the American Hospital 
Association. He gave it as his opinion that Blue Cross might find in 
reinsurance, in exploring in that field, a way of adding to the benefits 
that it might be able to offer. 

Now, you have a number of contracts, as you have mentioned, with 
Blue Cross. I wonder if you had explored that field to see whether 
possibly reinsurance might be helpful to some of those. 

Mr. CrurksHank. Tomy knowledge, Mr. Pelly, that kind of obstacle 
has not emerged. It may well have, but since we at the federation 
do not make any attempt at all to review the contracts negotiated by 
our affiliated unions, we do not know all of the problems that do come 
up. If they have come up they have not been brought to our attention. 
People write us and local officers come in to us and discuss problems 
with us, but there is no assurance that they discuss all of their prob- 
lems, and among those presented to us, that type of negotiation with 
the Blue Cross, the limitation on protection because of lack of re- 
insurance has never come to our attention. 

Mr. Petxy. Well, I thank you for your answers. 

Thank you, Mr. Chairman. 

The Cuarrman, Any further questions? 

Mr. Younoer. Mr. Chairman. 

The Crarrman. Mr. Younger. 

Mr. Youncer. Just one question. Let me see if I understood what 
you said earlier this morning when you mentioned that possibly in 
your group health plans that there was one problem, namely, of cover- 
age after the employee left the group, that therein might be a field 
whereby reinsurance might come to guarantee that man the continu- 
ous protection in some way. 

Did you mention that as a possibility / 

Mr. CrurksHank. Yes, sir; as an illustration of the type of problem ; 
yes, sir. 

Mr. Youneer. Then if that is true, would not that problem arise with 
the group insurance, with the teamsters in St. Louis, with their plan; 
might it not? 

Mr. CrurksHank. Yes; it might. 





266 HEALTH REINSURANCE LEGISLATION 


Mr. Younerr. So that, therefore, in that plan they might probabl 
or conceivably have an opportunity to use reinsurance if it were avail- 
able. 

Mr. Crurksuank. It is possible; yes, sir. 

Mr. Younger. That is all, Mr. Chairman. 

The Cuarrman. Any further questions ? 

Mr. Hesevron. Mr. Chairman. 

The Cuaran. Mr. Heselton. 

Mr. Hesetron. On page 5 of your statement, Mr. Cruikshank, you 
suggested some half a dozen possible changes. centering largely in 
section 702 of the bill. : 

Mr. CrurksHank. Yes, sir. 

Mr. Heseiron. Now, as I understand it, you have specified, in part 
of your testimony, certain language, and in another part you have 
made recommendations as to what should be done but without specific 
language to carry it out. 

Mr. CruicksuHank. That is correct. 

Mr. Hesevron. Are you in a position to present the committee with 
further language, to carry out your suggestions ? 

Mr. CruicksHank. We will be glad to undertake that; yes, sir. 

Mr. Heseiron. That is all, Mr. Chairman. 

Mr. Derountan. Mr. Chairman. 

The Cuarmman. Mr. Derounian. 

Mr. Derountan. Mr. Cruickshank, can you tell us the appraisal of 
your organization regarding the steps that have been taken, say in 
the last 5 years, in improving the health facilities for the general class 
of working men by voluntary steps of the insurance companies? 
Would you say that the progress has been extensive in encouraging 
people to be covered under these various health groups? 

Mr. CruicksHank. Well, there has been some progress, but I do not 
believe that it has been in that area, primarily. 

There were other stimulants that resulted in the very wide extension 
of this type of coverage. Of course, there was, I think, basically 
underneath it all the emerging sense on the part of working people 
that good health was one of the privileges of being an American citi- 
zen; that there was no reason why an American citizen should be 
deprived of the best health facilities. He had heard about and read 
about the advances in medical science and all, and he felt that part 
of the good life which we were working for. 

Health needs have been underlying working people’s thinking for 
a long time; but the needs become actively demanded, when it seems 
possible to attain them. When they saw what was available, they 
felt, “Well, that is for me. I want that kind of better medical service 
and practice.” 

Out of that experience grew this tremendous demand that has been 
very vocal in organized labor groups for a national health insurance 
program. 

That not being attainable, the worker took what was available to 
him and that had, of course, all kinds of varieties depending on what 
was available in the community and what insurance companies pre- 
sented to him as being available. Then, of course, when the decisions 
of the National Labor Relations Board were made saying that nego- 
tiations on health and welfare plans were a proper subject for inclusion 
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in collective bargaining, the floodgates were released. There was an 
additional further stimulation at the same time in the wage stabiliza- 
tion program in effect, during World War II, and during the Korean 
incident, holding down take-home pay, but recognizing health and 
welfare as a legitimate fringe benefit. Now, you have the combination 
of all of those forces working together. In part, the insurance com- 
panies responded. For example, many old fine life insurance com- 
panies that had never written this kind of protection moved into the 
field, so that you had a tremendous combination of forces working 
which resulted in this vast extension of coverage that we have wit- 
nessed in the last 10 or 12 years. 

Mr. Derountan. You say today, for all practical purposes, that 
almost every member of your organization is covered by some health 
plan? 

Mr. CrurksHank. No. I state roughly about three-quarters of 
them were. There is another thing, of course. You see, you have 
to have a number of combinations available in a given collective bar- 
gaining situation. You have to have an industry, for example, that 
can bear the additional cost. You have to have a strong collective 
bargaining unit that is in a position to enforce its demands, as we 

call them, on the employer; and you have to have certain types of 
srotedtion available. 

Now, there are some circumstances where you have one or two of 
these factors and lack the third, and therefore there can be no 
protection. 

For example, there are certain types of migratory workers—and 
I do not mean the low scale agricultural migratory workers—but men 
like structural-iron workers who, by the tradition of their trade, 
travel all over the country. It has been very difficult to provide any 
thing but the barest minimum of hospital protection for them. 

You see, there are certain fortuitous conditions in a situation which 
either make it available or not available. 

In some of the poorer textile unions, for example, you have a union 
that has a pretty strong tradition of unity and cohesion in the mem- 
bership, but textiles are a sick industry, and there has been very 
little of this type of protection negotiated with textile manufacturers, 
because of the general prevailing situation in the industry and yet we 
have felt that a textile worker has as much right to this kind of pro- 
tection as a worker in a new, up and coming, dynamic, progressive, 
well-paying industry like aircraft production, where you do have a 
wide degree of protection. The textile worker’s need is certainly as 
great or maybe greater than the airframe worker. 

Mr. Derountan. Thank you. That is all, Mr. Chairman. 

The Cuarrman. Are there any further questions, gentlemen ? 

Before I proceed with the questions that I have in mind, may | 
inquire whether Mr. Biemiller will make a separate statement or are 
you here in association with Mr. Cruikshank? 

Mr. Bremitxier. In association with Mr. Cruikshank, Mr. Chairman. 

The Cuarman. I am calling attention to the appearance of Mr. 
Biemiller, because of the fact that as a member of this committee 
years ago he at all times was very greatly interested in this important 

subject. He was helpful in his outlook at all times and it is very 
gratifying to me to realize that the interest that he displayed at that 
time continues in his new field of activity. 
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Mr. Bremititer. Thank you, Mr. Chairman. 

The Carman. It is always a pleasure to be associated with Mr. 
Biemiller in connection with health legislation, because I know the 
sincerity that prompts his suggestions ‘and his desire to be helpful. 
So that when we have a combination here of Mr. Cruikshank and 
Mr. Biemiller, we have about as good a representation before this 
committee as I know could exist, and we certainly are pleased that 
they are here with us. We are looking forward to their participation 
in the days that are ahead in dealing» with the several problems that 
have arisen as a result of these hearings. 

Now, I would like to direct a few questions to the matter of stand- 
ards, which have been made a rather important part of the statement 
presented to us this morning. 

Has your organization determined, and is it ready to recommend to 
this committee just what standards should be adopted? You have 
referred to some that you thought desirable and some that you prob- 
ably are opposed to. What I am trying to ascertain is whether you 
have a definite list of standards that you think should go into legisla- 
tion of this kind. 

Mr. CrutksHank. I do not believe we have at this time, Mr. Chair- 
man. We have issued a number of times standards advising our local 
unions or affiliated unions with respect to what they should aim toward 
in collective bargaining agreements. Now some of those, with some 
modifications would be applicable to legislation, and if you would 
like us to do so we will look over those and send you a list of particular 
standards that we think would be applicable to this kind of legislation. 

The Cuarrman. That would be very helpful to us, indeed, to have 
your thoughts. 

Mr. Crurksuank. In general they would not be much different from 
those you have included in your bill H. R. 6949, but we would like to 
make such additional suggestions. 

The Cuatrman. Well as a result of the publicity that has been given 
of these hearings and particularly due to special articles that have been 
written in some of our newspapers on the subject of cancellation of 
policies, this committee has received a tremendous amount of letters 
from individuals throughout the country. The newspapers that have 
carried those special articles have likewise received a great many. 
And, we have also had brought to us the result of articles that have 
been published in the newspaper Labor, which you know is published 
here in Washington. 

Mr. Crurksuank. Yes, sir. 

The Cuarrman. All of those letters bring to our attention condi- 
tions that in rey opinion should be limited. They indicate conditions 
at times that are rather distressing with respect to cancellation of 
policies by some of these organizations who have made a specialty of 
health insurance. 

What is your general feeling, if you are in a position to express it, 
with respect to the necessity of having some type of noncancellation 
clause in the policies that are written ? 

Mr. Crurksnank. Well, I think it would be very desirable and is 
one of the essential standards that should be included, Mr. Chairman, 
and it is very possible that the inclusion of that kind of a standard 
would point up the useful function that reinsurance could undertake. 
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Now, whether it could do it without going into the matter of subsidy, 
only experience would tell; but the insurance companies—there are 
men like everybody else and some of them perhaps are venal, and 
anxious to make a quick dollar, but others are probably doing no more 
than honestly protecting their stockholders or members of a mutual 
organization. If they had laid on them this requirement of not can- 
celing the protection at the time it was most needed, they might then 
find the nec essity of some reinsurance for that added risk that they 
were underaking in that area. Reinsurance would be a better way to 
meet that added risk than cancelability, certainly. 

The CuarrmMan. Well, what is your thought with respect to the 
question of making only nonprofit prepayment plans eligible? In 
other words, do you have any opinion to express as to whether the 
commercial company should be included in the legislation ? 

Mr. CrurksHank. For reasons of principle. I cannot see why 
commercial carriers could not be included. I do think that it raises 
difficulties with respect to administration and the application of cer- 
tain standards. For example, you would have to have a pretty thor- 
ough breakdown of what all of the costs were and the lines between 
certain types of costs and profits, if you were going to prevent the 
subsidization of the profit element, for example, a very ready exam- 
ple, and perhaps not the — but for example, when does a salary of an 
insurance executive of say $50,000 a year or above represent a legiti 
mate part of the cost of Oe ration and a kind of a profit ? 

Now, if the Government is going to make available funds to see that 
an insurance company does not operate at more than a limited amount 
of loss and, of course, the bill does not contemplate absorbing the 
whole of the loss, the company has to share the losses; but even a 
part of it, the Government would be getting into a determination of 
what were legitimate acquisition costs, and what were legitimate pre- 
payments; legitimate charges to premium payments and other types 
of charges that enter into the whole complication of the insurance 
ope rations. 

Now, I say on principle I do not see why reinsurance should not be 
made available to private insurance carriers, but I think it will get 
into some complexities in the administration which would not be got- 
ten into in nonprofit organizations. 

Now, if there is a subsidy, an open and recognized subsidy, which, 
as I have indicated we feel is called for, to make insurance available 
to these low-income groups, particularly, then I do not think that the 
Government would want to make a subsidy to any but the nonprofit 
organizations. 

Mr, Hesevron. Will the chairman yield at that point? 

The Cuatrman. Yes. 

Mr. Hesetron. I suppose there is no question but that the Govern- 
ment has a precedent as to one phase of that question. I am thinking 
of the airmail subsidy where they draw the line as to what salary 
shall be paid and the number of executive positions, and that sort of 
thing. We have that experience in at least that department ? 

Mr. CrorxsHank. How was that; I did not quite catch your ques- 
tion. 

Mr. Heseiton. We do have that experience already in the Federal 
Government, in terms of the airmail subsidies, and I suppose—I am 
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not too familiar with it—in the maritime service. I recognize the 
difficulty of administration, but I wanted to point out that we have 
had that experience. Whether it is satisfactory or not is another 
matter. 

Mr. CrurksHanx. The difficulty might well arise at the point of 
drawing the line between a payment on a rejnsurance premium and 
how much of it was actually a payment of a reinsurance premium and 
how much of it was actually underwriting the profits of the company, 
and that would be a pretty difficult thing to determine. It might lead 
into fields you do not want to get into. 

The Carman. Having in mind the different method of adminis- 
tration as provided in H. R. 6949, which I introduced under circum- 
stances that I have stated before the committee—it was a bill that 
was prepared under the direction of Governor Stassen at the time he 
was president of the University of Pennsylvania, through the help of 
the faculty of the university medical school and also some others 
interested in group medicine, and to which bill you have given some 
favorable consideration—I would like to know if you have any definite 
views with respect to how this type of program should be adminis- 
tered; whether it should be administered, as provided for in H. R. 
6949, by a Federal corporation with a Board of Directors appointed 
by the President and confirmed by the Senate or whether it should be 
by the Secretary of Health, Education, and Welfare, with the os- 
sistance of an Advisory Council of 12 members appoiuted either by 
the Secretary or by the President. 

Mr. CrurxsHank. Mr. Chairman 

The Cuatmman. If you will pardon me. In other words, we are 


familiar with the RFC as having conducted a special type of service 
where need was shown to exist. I may also refer to the Federal 
Deposit Insurance Corporation, and so forth. 
But, that is sufficient, I think, to indicate that there are times when 
a corporation should direct these efforts rather than individuals. 
Do you have any ana to express on that matter? 
1, 


Mr. CrourxsHank. Well, I am afraid, Mr. Chairman, not a very 
helpful one. I have not given teo much thought to this administra- 
tive structure. As between the board of director type and the ad- 
ministration provisions in this bill, as written, I think we would prefer 
the board of director type, because I do not think this Advisory Coun- 
cil set up is of the best kind either in make up or in the participation 
in administration as contemplated in H. R. 8356. 

The Cuamman. You mean under the bill which we have before us 
now that that is not adequate in the way in which it is set up? 

Mr. CrurksHanKk. That is my feeling; yes, sir. 

The Cuarman. It is your opinion that it could be improved? 

Mr. CrurksHank. Yes, sir. 

The Cuarrman. By a provision to the effect that the action of the 
Secretary would be subject to recommendations of the Council? 

Mr. Crorksnank. Mr. Chairman, as a general thing, I do not like 
to see—and we have gone through this in a number of other recom- 
mendations we have made—I do not like to see the dilution of ad- 
ministrative responsibility. I think it should be centered in the Ad- 
ministrator, in this case the Secretary ; but I think that an appropriate 
check on that authority is to require that the decisions, the adminis- 
trative decisions, the directives and orders which she issues, and the 
standards for example that she would devolve, should be a subject 
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that she is authorized to make those decisions, issue those directives, 
after consultation with the Advisory Board. 

Then also the additional safeguard that I mentioned a while back, 
that the recommendations of that Board which she is not required 
to accept, but that the recommendations of that Board should be in- 
cluded and she should be required to include those in her annual 
report to the Congress, so that she must have a good and sufficient 
reason which she is prepared to defend if she has gone against the 
recommendations of her Board. 

The Cuarrman. Of course the importance of supervision, such as 
you have just mentioned in the Advisory Council takes on importance, 
if there are a large number of standards or regulations to be left to the 
Secretary. The extent to which standards or regulations are included 
in the legislation and become binding upon the Secretary removes to 
some degree the necessity of any wide or close supervision, I should 
say. 

Mr. CrourksHank. That is quite right, but we would contemplate 
that the standards would be minimum standards directed toward 
certain basic points, the implementation of which would require the 
participation of a Board. In other words, we think that the Board 
should include more of nonprofessional people, those who represent 
the interests of those who receive these services. 

The Cuarrman. I agree with you on that. It would seem highly 
important to have that type on the Advisory Council, because it is 
individuals such as they who represent those that we are striving to 
benefit. 

Mr. CrurksHank. Yes, sir. 

The Carman. Therefore, their viewpoint should be recognized 
at all times, in my opinion. 

Mr. CrurksHANK. We have a good pattern in the Hill-Burton Act, 
I think. We have a Federal board and the requirement is that there 
be a State board in each case, and I believe those advisory bodies are 
taking a very active part in the implementation of that program. 

The Cuarrman. That is true, and the same thing applies to the 
National Science Foundation also. 

Mr. Bremitier. In some of the Institutes of Health also. 

The Cuarrman. Yes. Of course, in legislation such as this, where 
we are pioneering in a new field, it is easy to recognize the difficulty 
there is in fixing too rigid rules and standards. The very nature of 
the case requires that there be some flexibility, and yet, on the other 
hand, I think it is generally felt that there should be some kind of 
Council with a voice, in addition to the individual opinion of one 
person such as the Secretary. I think that there would be a better 
feeling existing if there were others who entered into the decisions, 
even though, as you say, it is left to her to make the decisions in the 
final analysis. 

Mr. CrurksHank. We quite agree, Mr. Chairman. 

The Cuarrman. Now, in that bill, H. R. 6949, as contrasted to H. R. 
8356, there are many standards set up which are not set up in the bill 
immediately before us. For instance in the earlier bill, the sub- 
scriber’s charge must be fixed as a percentage of income. 

Mr. CrurksHANK. Yes; we approve of that, Mr. Chairman. 

The CHarrman. I beg your pardon. 

Mr. CrutksHank. We approve of that. 
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The Cuarman. Then, the carrier must accept any nongroup appli- 
cant subject to the provision that the number of subscribers who reside 
outside of the State of domicile of the health plan will be limited to 25 
percent of the total subscribers. 

Mr. Crorksuank. We think that isa good provision, Mr. Chairman. 

The Cuatmman. Do you see any virtue in that limitation? 

Mr. CrurksHank. Well, it would prevent setting up dummy corpo- 
rations and so forth that would service people all over the country. It 
would keep the administration of this right close to the people being 
served by the plan. I see no objection certainly to that. It certainly 
would be a helpful thing. 

The Cuarrmman. Number 4. Additional hospitalization charges to 
subscriber must not exceed 25 percent of benefits. 

Mr. CrorksHank. Well that certainly is a minimum standard, Mr. 
Chairman. We feel that 25 percent is quite a broad spread, but as a 
minimum standard, it is a great improvement over what exists now. 

The Cuarrman. Fifth, policy must provide for 6 months hospital- 
ization during any year. I mean by that that there should be at least 
a minimum of 6 months provided in cases that are necessary. 

Mr. CrurksHanKk. That would appear to us as being very reason- 
able. Again it would be a minimum and any additional protection 
above that would be available. 

The Carrman. Sixth, policy should provide for a free choice of 
contracting hospital and in an emergency of all hospitals. 

Mr. CrurksHank. That I think is quite essential. 

The Carman. Seventh, subscriber must pay $1 per day or 5 per- 
cent, whichever is less, of any hospital bill. I think you expressed 
some disapproval of a provision such as that. I assume, however, you 
are aware that the purpose of it would be to make it a participating 
proposition so as to curtail the possibility of advantages being taken 
of the provisions. 

Mr. CrurKsHank. Yes, sir. 

The Cuaimman. In other words, to have the beneficiary participate 
in the costs so that there might be some assurance against undue 
claims. 

Mr. CrurksHank. Well, we do not believe that that is a necessary 
provision. Actually you have ultimately to rely on the committing 
physician to send people to hospitals when they need it. 

Now, I know that does not completely answer it. That hospitaliza- 
tion protection has stimulated what appears to be unnecessary 
hospitalization in many cases, but I do not believe that that kind of 
«a thing can be met by placing a part of the charge on the patient. 

The CrarrMan. The statement that you have just made brings to 
my mind a case that was called to my attention a few days ago of an 
individual who was working day by day. Nevertheless, he had a 
desire to have a wart removed from his thumb, which he assumed 
would be a very slight operation. However when he went to the 
physician, the physician suggested that he go to the hospital for the 
operation. He had to be entered there for a day at least, in order 
that he might qualify under the hospitalization-group plan. 

Mr. CrurksHanx. Well, that is not uncommon, Mr. Chairman, 
both because of the limited extent of the protection he has—protec- 
tion in the hospital and no other type of protection. That would be 
alleviated by the kind of comprehensive protection that we are in- 
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terested in—and, partly sometimes because of the desire of the patient, 
and partly the desire of the doctor to have his patients all under one 
roof, where he can serve most of them without going into distant area 
of the city for a small service. There are many factors that enter into 
it. But again, I do not think that the abuses or evils that arise out of 
it can be met by this kind of a limitation. 

(After informal discussion off the record the follewing proceedings 
were had.) 

The Cuatrman. Now, without holding you people here further I 
am going to submit to you, Mr. Cruikshank, and Mr. Biemiller, some 
questions that I have prepared dealing with the differences between 
H. R. 6949 and H. R. 8356. TI would like you to give them your at- 
tention and make sue ch answers as you are able. In a few instances 
where I have asked questions, if you desire to revise your answers or 
extend them you ~ ry feel free to do so, to the fullest extent. 

In other words, I am anxious to get the benefit of your thought on 


these matters. 
Mr. CrurksHanx. We will be very glad to do that. Thank you 


very much. 
(The information requested follows :) 


Questions SusMITrep By Hon, CHartEs E. WoLvERTON IN CONNECTION WITH 
HEARINGS ON H. R. 8356, AND ANSWERS SUPPLIED BY NELSON H. CRUIKSHANK ON 
BEHALF OF THE AMERICAN FEDERATION OF LABOR 


1. Should policies which are cancelable at the discretion of carrier be 
reinsurable? 

Answer. No—However, cancelability applies principally to individual indem- 
nity-insurance policies. Noncancelable policies of this type would cost more. 
Neither cancelable nor noncancelable indemnity insurance is a good buy for 
people of low or medium income. It is expensive and inadequate. 

2. What exclusions or limitations with regard to preexisting conditions on 
the part of the insured should be tolerated in policies which are reinsurable? 

Answer. There should be no exclusions or limitations with regard to pre- 
existing conditions under group enrollment, Under individual enrollment, ex- 
clusions and limitations of this sort must be reasonably related to premium 
charges. 

3. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

Answer. No. This relates primarily to individual indemnity insurance policies 
with exclusions and limitations mentioned above. 

4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

Answer. No. Plans should be encouraged to become as comprehensive as 
possible, Comprehensive benefits, however, under an indemnity type of insurance 
cost considerably more than limited and consequently become too expensive for 
most people. Under group-practice programs, comprehensive benefits are brought 
more readily within the range of financial ability of people to pay. 

5. Should policies be reinsured which do not contain a provision for waiver 
of premium in the event of prolonged illness? 

Answer. While this is a highly desirable provision, it would increase the cost 
of any plan, and it is questionable whether it should be enforced upon a voluntary 
plan, particularly where no subsidy is made available. 

6. Should policies be reinsured which do not limit additional charges made by 
hospitals or doctors over and above benefits payable under policies to a specified 
percentage in excess of benefits payable under policies? 

Answer. No. However it is difficult to see how a provision of this type could 
be enforced for an indemnity plan. It is a very good standard to set for a 
service-type plan with group practice and could be effective with this type of 
plan. 
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7. Should distinction be made between medical services rendered in a hospital 
and medical services rendered outside hospitals insofar as percentage of cost 
is concerned which insurer must bear himself? 

Answer. This distinction does not seem to be very significant. The best plan 
would be one which would not require the insured to bear any percentage or any 
significant percentage of extra cost. 

8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bil! and should 
maximum and minimum of coinsurance percentage be stipulated? 

Answer. No. In general coinsurance is a highly undesirable feature in health- 
insurance plans and is particularly inappropriate for plans that attempt to serve 
low-income and middle-income groups. 

9. Should policies have a deductible feature so that benefits are payable only 
after deductible has been paid by insurer himself? 

Answer. A deductible is one of the forms of coinsurance. The deductible 
approach discourages early examination and preventive medicine. Comments 
made under 8 above also apply here. 

10. Should requirement be contained in bill that individual applications for 
insurance must be granted; and, if so, what limitations should be placed on 
this requirement? 

Answer. It is difficult to give a definitive answer to this question. It would 
be desirable to encourage plans to accept individual application, but a great 
deal of thought would have to be given to the regulations governing such a pro- 
vision. One serious problem in connection with any such requirement would be 
how to prevent individuals from insuring themselves at the time they were con- 
fronted with an extraordinary medical expense or even, knowing of the re- 
quirement, putting off the procurement of insurance protection until such time 
as the need appeared imminent. 

The Cramman. Of course, that does not preclude you from sub- 
mitting any additional standards that you feel you would care to 
recommend. 

At the same time, I want to say this in connection with your ap- 
pearance this morning and the testimony you have given—I have 
not decided yet just what will be our procedure in the committee— 
but in view of the fact that you have made reference not only to 
the bill which was originally introduced, but also to H. R. 3586 and 
H. R. 4128, and H. R. 3582, and the comparable Senate bill, S. 1153, 
if you care to elaborate on them in connection with your testimony 
here today, you may feel free to do so. 

I am not certain just how we will handle the situation of getting 
the benefit of the information that others may have to give on those 
particular bills. As I have examined them I do think that they have 
a relationship to some extent to what we are trying to do, although I 
realize that they are much broader in their scope, and outside of this 
immediate question that we have before us in the present bill. Just 
how we will handle that I do not know, but I would like for you to 
feel free to bring to our attention all of the information that you 
think would be appropriate for us to have. 

Mr. CrurksHank. We will be very glad to provide that in any way 
you think appropriate, Mr. Chairman. 

The Curamman. Are there any further questions, gentlemen ? 

If not, the committee will adjourn until 10 o clock tomorrow 
morning. 

I do want to express our appreciation for vour appearance here this 
morning. Iam depending on your help in the future and am anxious 
to confer with you in the days th»t are ahead of us. 

Mr. CrurksHank. Thank you, Mr. Chairman. 

Mr. Bremttier. Thank you, Mr. Chairman. 

(Thereupon, at 12:50 p. m. the committee adjourned to meet at 
10 a. m. the following morning, Friday, April 2, 1954.) 
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FRIDAY, APRIL 2, 1954 


Hovse or RepresENTATIVES, 
Commarresr on IntTerstaTs AND Foreign CoMMERCE 
Washington, D. C. 

The committee met, pursuant to recess, at 10 a. m., in room 1334, 
New House Office Building, Hon. Charles A. Wolverton (chairman) 
presiding. 

The Cuairman. The committee will come to order. 

Today we shall continue our hearings on H. R. 8356, a bill to im- 
prove the public health by encouraging more extensive use of the 
voluntary payment method in the provision of personal health 
services. 

Mr. H. Theodore Sorg, president of the New Jersey Blue Cross 
Plan, will give us the views of this organization with respect to the 
bill we are considering. 

Mr. Sorg, I understand, incorporated the New Jersey plan 22 years 
ago, At that time it was among the very first of such organizations. 
He is ae counsel for the Blue Shield Commission of New Jersey. 

In view of Mr. Sorg’s great interest and experience in the field 
of prepaid health insurance, his statement of views with respect to 
the legislation before us should be of great value to the committee. 


STATEMENT OF H. THEODORE SORG, PRESIDENT, NEW JERSEY 
BLUE CROSS PLAN, PRINCETON, N. J. 


The Cnarrman. You may proceed with your statement, Mr. Sorg. 

Mr. Sora. H. R. 8356 is a bill to provide limited Federal reinsur- 
ance of voluntary prepayment health plans. 

H. R. 7700 is a bill to provide mortgage loan insurance for hospitals 
and atc al facilities used in connection with such voluntary pre- 
payment health plans. 

The first purpose ‘of this discussion is to demonstrate that these two 
bills, neither Amina nor in conjunction with each other, will achieve 
the overall objective of the national health program as ‘stated by the 
President in his special health message to Congress on January 19, 
1954, namely, that the means for achieving good health should be 
accessible to all, regardless of a person’s location, occupation, age, race, 
creed, or financial status. 

The second purpose of this discussion is to demonstrate how these 
two bills as part of and in conjunction with a wider program, can 
be made to completely achieve the President’s purpose, within the 
limits of the appropriations contemplated in these bills, and without 
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additional burden on the presently already everloaded Federal 
budget. 

H. R. 8356, by its very terms, purports to apply only as a reinsur- 
ance program for voluntary health organizations that enroll persons 
ona prepaid premium basis. Therefore it does not and cannot include 
or apply to about 40 percent of the national population not presently 
covered by any such insurance, most of whom probably could not 
afford to pay the premium rate. Consequently H. R. 8356 does not 
even touch the problem of those who, by reason of occupation, age, 
or financial status are presently uninsurable risks. 

It would seem to be a case of putting the cart before the horse if 
we approach the President’s national health program, by, attempting 
to reinsure those who now already can afford prepayment for health 
services and completely ignore those who either cannot pay or who, 
because of circumstances beyond their control, would have to be 
charged a prohibitive insurance rate. 

Moreover, it is incredible that the first approach to achieving the 
President’s health program should be in the direction of reinsurance, 
for which there not only has been no real demand, but for which 
actually there is no evidence of immediate need. 

Some 90 million persons of our populatoin already carry prepay- 
ment health insurance protection. Some 60 million carry none. If 
for the time being, we stop worrying about those who have protec- 
tion and think in the direction of those who have none, several things 
will be accomplished: First, there can and will be, for the first time 
in American history, a national prepayment health program appli- 
cable to the entire population; second, the present cost for those al- 
ready insured can be substantially reduced, or benefits can be ex- 
tended to areas not presently included ; and third, the President’s pro- 
gram will have been achieved in full. 

The 60 million of our population presently not insured include the 
totally indigent, the medically indigent, the unemployed, the overage 
group, which is ever increasing in number, the chronic ill, the cases 
of communicable diseases, and the many thousands of cases involving 
mental and nervous disorders in which the degree of illness does not 
require compulsory confinement in State institutions. To this cate- 
gory of risks may be added cases, contemplated by the President’s 
health program, such as those which involve solely diagnostic service, 
services in doctor’s offices and in homes, and the tremendous area of 
preventive medicine and hygiene, the possibilities of which have been 
demonstrated but not exhausted by the commendable efforts of the 
Public Health Service with the cooperation of the medical profession. 
This vast field not only is outside the scope of ordinary health insur- 
ance and also beyond the capacity of free hospital care but actually 
is also beyond reach of private charity or even of huge charitable 
foundations. 

It is fairly obvious that such a health program cannot be achieved 
through any reinsurance program dependent upon reinsurance pre- 
miums from the primary carriers. The services contemplated for 
that portion of the population not presently insured are not primarily 
insurable under any reasonably sound insurance program, and in the 
absence of the premiums supplied by such primary insurance, there 
is no basis for reinsurance. The comprehensive health program con- 
templated by the President cannot, therefore, be achieved under H. R. 
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8356, neither alone nor in conjunction with the mortgage loan pro- 
gram under H. R. 7700. In fact, if H. R. 7700 becomes effective 
under presently existing circumstances, H. R. 7700 could have the 
effect of aggravating the already difficult conditions under which 
hospitals are functioning. 

ospitals presently are faced with the necessity of dealing as best 
they can with all the above-enumerated noninsur ed groups. Because 
of insufficient income from those groups, and because of insufticient 
contribution by communities and community chests and other chari- 
table sources, the hospitals are continually confronted by mounting 
operating deficits. Those deficits do not arise primarily from lack 
of facilities to care for a sufficiently large group; rather they are 
caused by the fact that the noninsurable ~ group which is cared for 
cannot and does not meet the cost of required care. In absence of 
other adequate source from which to secure payment for this non- 
insurable group, an excessive payment must be claimed from those who 
are able to pay for their care, or who carry prepayment health cover- 
age. Increased hospital facilities, without adequate return, simply 
will add to the deficits. If, on top of such increased operating deficit, 
there is to be added the cost of carrying charges and amortization 
of mortgage loans, as contemplated by H. R. 7700, it might well re- 
sult in eventual ownership of all such hospitals by the Government, 
as a result of mortgage foreclosure proceedings. 

The situation might be further aggravated by the fact that in deal- 
ing with hospital administrations one naturally is dealing with hu- 
man nature. Someone has said that no Government can print money 
fast enough to keep up with what some institutions would be willing 
to spend ‘for new locations, new buildings, and new equipment. A 
degree of rivalry enters into the picture. A hospital administration 
with an institution of 1930 vintage, may be inspired with ideas of 
absolute necessity for immediate expansion when such administration 
sees a competitor hospital with a 1954 model. Ready money always 
causes a spending itch, and a new look can prove dangerously costly. 
If the net result of H. R. 7700 should increase the burden of the 
overall problem of the hospitals, without developing income for the 
noninsurable group, then no progress has been made. Until a com- 
pletely integrated program is developed, which will supply an ade- 
quate and equitable income to the hospitals for the presently nonin- 
sured groups, it would seem preferable to continue the present 
Government policy of making outright grants to hospitals in clearly 
necessitous cases. 

But the principal purpose in appearing here today is to suggest 
how the program to provide for the 60 million uninsured can be made 
effective and, in a practical manner, achieve the high goal set by the 
President. Implicit in every constructive criticism should be the ob- 
ligation to point a better way. It is in the spirit of emphasis on the 
positive approach that the following suggestions are submitted, in 
the hope that they may be received in like spirit, regardless of their 
eventual fate. 

It should be possible and practical to use H. R. 8356 and H. R. 
7700 as the nucleus of further extended legislation which can carry 
into effect the entire program proposed by the President, without en- 
tailing governmental appropriation from existing Federal revenues 
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beyond the extent contemplated by these two bills. Such legislation 
also would make reasonably certain the repayment of moneys contem- 
plated to be advanced on mortgage loans under H. R. 7700. 

It is suggested the cost of developing the President’s health pro- 
gram could be met by a national sales tax, possibly a fraction of 1 
percent, strictly and exclusively limited in scope to the national health 
program. Under no circumstances, should such a sales tax be ex- 
panded to shift the present income tax load, or to provide funds for 
Federal budget purposes which properly should be raised through 
the present tax program. 

Whatever objections there may be to utilizing a sales tax as a means 
of revenue for ordinary governmental operations, those objections can- 
not be fairly and validly maintained when the sole and exclusive pur- 
com of such tax is to make available means for providing adequate care 
or the totally indigent, the medically indigent, the unemployed, the 
overage group, the chronic ill, and other groups outside the class of 
insurable risks. The responsibility of caring for persons in these des- 
ignated areas is a social responsibility that should be borne and shared 
by the entire population, regardless of financial status. If fact, it 
is possible that the widow’s mite would be contributed more cheer- 
fully than the share of the more opulent. 

The relatively minute portion contributed to such sales tax by any 
one individual in the groups constituting the immediate beneficiaries 
of the program supported by the tax would be the best possible invest- 
ment made by such individual. The small tax paid by an individual 
would mean hundreds of dollars available to that individual in benefits 
from the total contributions. For once, and uniquely, the widely dis- 
tributed and relatively light individual burden of the tax would be in 
direct inverse ration to the benefits derived. The poor and needy, who 
contributed least, would benefit most, which is as it should be. In 
relation to its cost, the contribution to national health could be over- 
whelming. Such sales-tax proposal is not intended to provide cov- 
erage for those presently insurable and able to pay. Moreover, since 
in fact, if not in amount, it would constitute prepayment for the 
coverage, it would remove the stigma that sometimes attaches when a 
needy individual is forced o accept necessary medical or hospital care 
on a charity basis. It would not only lift the entire health program 
to a self-sustaining prepayment level, but would accomplish it without 
loss of dignity on the part of the individual beneficiary. Such a 
program might best accomplish its purpose through utilization of 
already existing facilities of the voluntary cuneesile health organi- 
zations, on a cost-plus basis, with absolutely free choice of physician 
on part of the individual and without regimentation of the medical 
profession. It could end once and for all any insistence upon so- 
cialized medicine as the panacea for the national health program. 
Nor should it require too much emphasis to demonstrate that removal 
of the burden of free care from the hospitals would enable those hos- 
pitals to expand their facilities to meet the increased demand by 
utilizing the mortgage loan program of H. R. 7700, with every rea- 
sonable assurance of sufficient increased income to permit repayment 
of the loan. 

Naturally, all of us are acutely conscious of and sensitive to the 
present demand for reduction in income taxes. There is also the tem- 
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porary period of adjustment in unemployment. But there is no in- 
consistency in the proposal of a sales tax with any program of general 
income-tax adjustment. The two programs present entirely sepa- 
rate and distinct problems. It should not be overlooked that the Blue 
Cross program, which today is accepted as though it had always 
existed, actually had its inception in the year 1932, the very low of the 
depression years. The very fact that at the present time there is an 
unemployment problem, has accentuated the immediate and urgent 
need for a stable national health program. Even a superficial survey 
of the areas in which the unemployment is most acute will disclose the 
steady increase in demand for free medical and hospital care. A 
national sales tax, if strictly confined to the national health program, 
could be so small, percentagewise, that it should not result in hardship. 
Needless to say, it is not contemplated that such program would shift 
to the National Government the present responsibility of the several 
States for maintenance of State institutions. 

I shall not here attempt to detail the expanded legislative program 
inherent in this proposal, except to point out that by avoiding the 
creation of duplicate governmental facilities, and by utilization of 
existing voluntary nonprofit health programs, the operation of the 
health program can be kept at minimum cost. 

But aside from any consideration of cost, such a program will make 
this country, for all of us, a better place in which to live. 

The CuarmMaNn. Are there any questions, gentlemen ¢ 

Mr. Dolliver? 

Mr. Do.tiver. Your statement is quite refreshing in that it offers 
an alternative to some of the programs which are presently being con- 
sidered under this legislation. ou have some suggestions which, to 
my knowledge, have never been made before to this committee. If | 
um in error, perhaps some of the other members will correct me. I[ 
would like to ask you, as one of the originators and one of the officers 
of the Blue Cross Plan, if, in your judgment, the reinsurance program 
contemplated by this present legislation will be taken advantage of to 
any considerable extent by the Blue Cross organizations in the various 
States and communities ? 

Mr. Sore. I do not think so. 

Mr. Dotiiver. You do not think so? 

Mr. Sore. Not in its present form, but if integrated with the other 
program, then I believe the whole thing would be acceptable and 
usable. 

Mr. Dotter. In other words, the present suggestion of reinsurance 
is inadequate to meet the needs? 

Mr. Sore. Yes, it is inadequate unless there is implicit in that re- 
insurance program as presently contemplated the idea that the Gov- 
ernment is going to bail out the plans for giving extended coverage. 
I do not understand the bills to mean that by reading them. I think 
there is no reinsurance program of any kind, whether this or any other, 
which can reach the fields which are most needy at the present time, 
those that are uninsurable risks. 

Mr. Douiiver. You feel, then, that the risks which are insurable 
are being adequately cared for at the present time by the Blue Cross 
and other insurance programs, whether identical with the Blue Cross 
or not ? 
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Mr. Sora. I believe that the average need is being taken care of. 
There are areas to which the Blue Cross program could be extended 
if once there was sufficient reinsurance money available to bail them 
out for taking unusual risks which are ordinarily not insurable. 

Mr. Dotziver. Would you be specific in respect to what you have 
just said ¢ 

Mr. Sore. Yes. Of course, the indigent do not come into it at all. 
But the overage group at the present time are limited to, in our plan, 
for example, 20 days of hospitalization for a contract year. In my 
opinion, the ideal would be to have no such limitation. But if one 
did not have that limitation it would not be a sound program unless 
there were a reinsurance program which picked up the check if the 
degree of hospitalization exceeded the bounds of the premium charged 
by the Blue Cross. 

If you are going to charge a heavier premium on all of the persons 
enrolled in order to carry one particular group which is not insurable 
in itself except at prohibitive rates, that, in my opinion, is unfair to 
the group as a whole. 

Another illustration would be the communicable diseases, tuber- 
culosis, polio. Those have only a limited coverage of 20 days. Some 
of them require a year or two of care. Still another is the large field, 
and it is a terrific field, of mental'and nervous disorders. Those per- 
sons who are not confined in State institutions, that is. 

We limit, and I think our plan is one of the few that gives any 

care for that class of cases, them to 20 days for a contract year. If you 
are going to extend that coverage there to include 120 full days and 
245 part-day benefits as we do the average, that would entail a ter- 
rifically heavy cost. 

If you had a reinsurance program which picked up the check for 
that, that would not really be reinsurance, that would be merely a 
subsidy under another term. 

Mr. Dotravre. If the premium charged for the reinsurance were 
adequate to take care of those additional risks, could it not then be 
termed reinsurance ¢ 

Mr. Sore. What you would do is you might price yourself out of 
the market, because the amount necessary to be charged the premium 
for the overall coverage would be so high that it would be, in my 
opinion, too heavy a burden on the average person who needs the 
coverage. I do not think it belongs on the person who is trying to 
prepay his own care, the average person. Those are fields, the con- 
tagious diseases, overage, and chronicly ill of any kind, fields which 
are not subject to ordinary insurance. 

Mr. Dotiiver. What you are saying as I understand you now, and 

lease correct me if I do not paraphrase your conclusions correctly, 
is that the plan, such as the Blue Cross and perhaps other i imsurance 
plans, cannot go into the field of major medical expense without pric- 
ing themselves so high that nobody would buy it. 

Mr. Sore. That is right. 

Mr. Dotiiver. Accordingly, it is your view thet there must be some 
kind of subsidy to take care of the major medical expense problem. 

Mr. Sore. I wouldn’t say major medical expense problem of the 
average person. I would say the major medical-expense problem of 
those groups which are not, by any sound, actuarial principle, con- 
sidered insurable risks. 
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Mr. Dotiiver. Are you referring to the medically indigent ¢ 

Mr. Sore. No, I am, not referring to the medically indigent at all 
now. lam referring toa group oak as the overage group, the chronic 
ill, the communicable diseases and, for example, a rehabilitation pro- 
gram. But if we had it integrated with a general health program, 
then there could be allocated from the proceeds of that general health 
program to the reinsurance corporation enough funds to pick up the 
excess costs. 

Mr. Douuiver. Of course this reinsurance legislation is not designed 
to care for a class of people who are what we have termed medically 
indigent, who cannot pay any premium. This is designed to en- 
courage the entry of organizations such as yours into the field of non- 
cancellable policies and into the field of major medical expense policies. 
Do you think this legislation would accomplish those purposes ? 

Mr. Sore. I do not. And may I point out one more thing: Even 
your contemplated bill, H. R. 8356, has a provision in it that it can 
be terminated so far as any plan is concerned on 90 days’ notice, so far 
as future business is concerned. No plan would dare engage on an 
expanding program with a sword of Damocles hanging over their 
neck of having it terminated on 90 days’ notice. 

Mr. Dotiiver. You made a categorical negative answer to my ques- 
tion as to whether this would bring about an increase in major medical 
insurance and in noncancellable policies. I would like to have you 
elaborate a little on that answer, if you will, please. 

Mr. Sore. All right. Any reinsurance program is based on col- 
lecting premiums from the primary carrier. That is the normal 
accepted understanding of reinsurance. That means that the primary 
carrier has to charge enough to be able to meet the reinsurance costs. 
If they are going to do that, they can carry on their own program 
without the reinsurance, because your reinsurance program, as con- 
templated by 8356, does not contemplate expending moneys beyond 
the initial investment. In fact, it states that probably it will be self- 
liquidating. I cannot imagine how it can ever be self-liquidating 
and neither can I imagine how it could ever meet the demand, nor 

can I imagine how, if the Government once embarks on the program 
tia would dare turn their back on it after they found that instead 
of costing them the initial $25 million it ran up into a billion dollars 
Then somebody .would want to know why the program was initiated 
in that fashion. I say it is far better to approach the problem from 
the beginning, from the outset, on a basis which you know and can 
actuarially determine will be self-sustaining, and it can be done. If 
you have it augmented by a program such, for example, as a very low 
tax, a fraction of 1 ee isn’t a large amount. You are not speaking 
now like you have been of the excise taxes of a 20 percent tax. You 
are talking about a fraction of 1 percent, which no one will feel. 

And yet, combined with the whole population that would produce a 
fund which could carry out in full the President’s program. I am 
not urging that program because that is the function of Congress, 
and I do not presume to substitute my judgment for theirs. T am 
merely suggesting a method by which it can be done, because I think 
it is not fair to come down here and merely criticize what a group 
like this is trying to achieve without being prepared to make a con- 
structive suggestion as to how it can be done. 
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Mr. Kier. Will the gentleman yield? 

Mr. Doxtiver. Yes, I yield. ; 

Mr. Kuern. | am very much interested in what the gentleman said 
about the fraction of 1 percent tax. Did you mean that by having 
these people pay the fraction of 1 percent tax you could have some 
kind of medical insurance or health insurance that would cover the 
majority of the people not now covered ¢ 

Mr. Sora. | say that by the fraction of 1 percent, the national sales 
lax or call it any other name you want, a health program tax 

Mr. Krier. You mean a tax on all the people, is that it / 

Mr. Sore. Yes. I say that the President’s program can be carried 
out completely as he intended it. 

Mr. Kixr. Could you tell us, without going into too great detail, 
what you would do if you had that money / 

Mr. Sore. Well, you would set up the machinery whereby the tax 
would be received. In order to know how much money you have, you 
have to have certain factors which I do not have here, and neither 
does anyone here, but we can assume them. If you base a $200 million 
spending program, national spending program, as the premise, and 
then apply a half of 1 percent tax, that means you would get a billion 
dollars a year. I do not think the program can be carried out for 
less than a billion dollars a year. I think it will cost more. 

Mr. Kixin. What would you do with the billion dollars if you had 
it? How would you spend it so you would cover all of these people ?¢ 

Mr. Sore. You would make contracts with these nonprofit organi- 
zations to carry out the program for those who were defined in the 
legislation to be entitled to the benefits. Let me give you one illus- 
tration. 

Mr. Kuz. One minute. Would you include, then, the regular 
insurance companies ¢ 

Mr. Sore. You would utilize the insurance programs of the non- 
profit organizations now in existence to do it. 

Mr. Dotiiver. Mr. Chairman ‘ 

Mr. Kuxx. I am sorry. 

Mr. Doxtiver. I wanted to enter into one further suggestion. 

Mr. Sore. We are talking about a big thing here, oe it is under- 
standable that you cannot cover it in 5 minutes time. 

Mr. Kier. When you come from New Jersey, I am sure the chair- 
man will not limit you. You can talk as long as you want. 

The Cuarrman. I never limit them when they are answering such 
intelligent questions. ; 

Mr. Doxiiver. You have been closely associated with hospitals in 
your State and other States, have you not? 

Mr. Sore. For over a quarter of a century. 

Mr. Dotuiver. I would like to get your opinion with respect to the 
effectiveness of the so-called Hill-Burton Hospital Aid Construction 
Act. 

Mr. Sore. That is the one that makes grants ¢ 

Mr. Douutver. Yes. 

Mr. Sora. To the extent that it has appropriated funds, it has been 
tremendously helpful. There is no question about it. 

Mr. Dotiiver. That is all I wanted to know. Thank you, Mr. 
Chairman. I should add that that legislation originated in this 


committee. 
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The Cuamman. Mr. Klein? 

Mr. Sora. I have nothing but praise for that legislation, sir. 

Mr. Kuerrn. Mr. Sorg, before we come back to that matter we were 
talking about before, do many States have these Blue Cross plans / 

Mr. Sore. Yes. 

Mr. Kuern. Are they separate organizations in each State ¢ 

Mr. Sore. Each one is autonomous but there are about 90 of them 
altogether. New Jersey has one for the entire State. Some States, 
like New York, have 2, 3, or 4. 

Mr. Kuern. There is no community of interest between these differ- 


ent groups? 

Mr. Sorc. They have a clearinghouse in the Blue Cross Commis- 
sion which has no authority over any plan, and they exchange views 
and so forth, which are very vibes They also have an inter- 
communicating arrangement, which is called the interplan program, 
by which they make their own service benefits available to plans of 
other States. So that really, if you are enrolled in the New Jersey 
plan, you can go anywhere in the United States and Canada and get 
the service benefits of the particular local plan. 

Mr. Kern. You have to live in the community in order to belong 
to that particular plan, is that so ¢ 

Mr. Sore. Yes, or work in the community, but not necessarily live 
there. 

Mr. Kie1~. Suppose you moved from New Jersey to New York, 
do you transfer your membership to the New York plan? 

Mr. Sore. At the present time there is what they call an interplan 
transfer. We are not parties to it at the present time for a very 
simple reason: The benefits of the New Jersey plan, if you will com- 
pare them, are quite high. Our people who belong to the plan are 
very reluctant to get out. Suppose you automatically and arbitrarily 
shifted them to a plan which had less benefits. They don’t like it. 
They say, “I have been in your plan for 20 years and now just because 
I happen to move out you are pushing me away into a State which 
doesn’t have as large benefits.” We do not force them to go. 

Mr. Kuern. They are all nonprofit ? 

Mr. Sore. All nonprofit. 

Mr. Kiz1n. How oan the rates charged? Is there any connection 
between the rates charged among the different plans? Does each 
one base them upon their own benefits ? 

Mr. Sore. It depends upon the level of benefits. For example, 
a great many plans give 20 days hospital care per year throughout. 
The New Jersey plan gives 120 days of full benefits ‘and 245 of part- 
day benefits. Therefore, it is a more expanded program at a higher 
rate. 

Mr. Kuz. In this other question, 1 am very much interested, as 
I know you are, and I think all the members of this committee are, 
in trying to extend some form of health insurance mainly to those 
who can not afford to carry them at the present time because the 

rates are so high. 

Mr. Sore. That is what I am interested in. 

Mr. Kern. I am sure we all are. You will agree, will you not, 
that even in the Blue Cross, in many instances the rates or payments 
are too high for many of our people. 

Mr. Sorc. I agree with that, sir. 
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Mr. Kuerx. How can we, in the form of this legislation—which I 
would agree with you would not perform that—get some form of 
medical insurance in this country, which is not socialized medicine, 
to which we are all opposed, but which will apply to all the people. 
I think you will agree with me that one of the main reasons why 
»eople become ill and remain ill is the worry as to what is going to 
beahen to them when they are sick, who is going to pay the bills, who 
is going to take care of their families. 

Mr. Sora. That is correct. 

Mr. Kuexrn. Not going as far as the British system, which I say is 
not the correct answer, what do you think we can do in this country 
to provide insurance for the great mass of our people who can not 
afford to pay the present premiums? 

Mr. Sorc. I think there is the dual program. One, the present 
voluntary plan charging premiums to those who can afford to pay. 
That is No. 1. However, those premiums would be reduced if once 
the burden of free care was removed from the hospitals, because at 
the present time the hospitals are loading on the pay patients the cost 
of carrying the free care. 

Mr. Ker. We agree up to this point. I do not want you to bring 
in the indigents or those charity cases who are on relief, let us say, 
in one form or another. We appreciate that is a function for either 
the local community or the Government. We are talking now about 
the people who do not want charity, who do not want to be under dole, 
but who unfortunately are not earning enough to take care of their 
medical expenses. 

Mr. Sora. That is the other group. However, we cannot consider 
them without also considering those who ean pay, because they will tie 
in, as I will point out. The other group, everyone would contribute 
to this national health tax which would be less than 1 percent, a sales 
tax. That would produce sufficient funds to take care of the whole 
national health program for those who can not afford to pay their 
own way. But in handling their program, it would be channeled 
through the same organizations on a cost-plus basis, not by enrolling 
them but on a cost-plus basis, through the sale channels that now 
handle hospital care for those who do pay. That would be a very 
simple matter, a relatively simple matter, considering that you are 
dealing with 160 million people of whom 60 million probably would 
come into this group that would be cared for in this program. But it 
could be done. 

Sometime several years ago, when Oscar Ewing was the head of 
Social Security, I conferred with him about his proposal about taking 
care of those who had attained age 65 under the Social Security benefits. 
His program contemplated making available to them certain hospital 
care. I favored that. I told him, however, that at less cost than it 
would be to carry out the progam, the same thing could be attained 
if the Government would handle that program through the voluntary 
erganizations. It would remove once and for all any question of 
socialized medicine. : 

Newark, N. J., has an arrangement with the local Blue Shield, it is 
ealled the hospital service administration, it is a separate corporation 
but administered under the same group. 

The City of Newark handles their indigent care for medical services 
through that Blue Shield, if not Blue Shield, a related organization, 
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called the Medical Service Administration. There is no difficulty in 
working out the program. It would take time to sit down and work 
it out. Obviously you cannot do the program here, a blueprint for it, 
but it can be done without any great harm and it would be easier to 
accomplish than was the original Blue Cross program. 

Mr. Kuern. Let us say now that the Government has this billion 
dollars a year to spend on medical care for people of this country, and 
the desire is to operate through these nonprofit organizations. 

Mr. Sorc. Right. Here is show it would happen : They would cer- 
tify from time to time to the local organizations, whether Blue Cross, 
Blue Shield, or other voluntary organizations, those persons who were 
eligible to receive acre and medical care. Those local voluntary 
organizations would then provide for those persons the same identical 
care that they provided for their own enrolled persons. 

The only thing that the Government would do would be to pay for 
the actual cost plus the overhead which might be 6 percent. 

Mr. Kiern. Would the Government pay the premium the same as 
these others, or pay the actual cost to the plan? 

Mr. Sore. No, no premium at all. Assume you had 60 million per- 
sons who were entitled to the benefits, just to get a factor. Only about 
6 million of those would ever need the care. Maybe a larger number, 
because they are in the group that are not getting it now. We will 
assume that 10 million would. Only those 10 million would be certi- 
fied from time to time as being eligible for it. In other words, when 
the person applied to the local voluntary organization, they would 
check against the central organization as to whether he was eligible; if 
he was, they would render the care and they would charge the Govern- 
ment the flat rate which they paid for service, which is lower than 
ordinarily it would be, plus their overhead which might be 5, 6 or 7 
percent, whatever it was. 

Mr. Kurern. They would pay for the medical care and they would 
also give them a certain amount of service as to the people who now 
pay the premium on that type of insurance ? 

Mr. Sorc. They would pay for the medical bill in the particular 
case, at the established rate, plus a service charge for handling the 
matter, whatever that might be, and it might be adjusted from time 
to time. 

Mr. Kern. It might be a good idea, but I think it is very difficult to 
see the difference between what you are advocating and the British sys- 
tem, which is exactly the same. It is certainly paid by the British 
people in the form of taxation. In your case, you would earmark a 
particular tax, and over in Great Britain what ‘they do is pay it out of 
the general revenues of the country. But it is done exactly the same 
way. 

I am afraid the AMA would tear their few remaining hairs out if 
that ever came into being. 

Mr. Sorc. Well, let me say this: I doubt very much that the medical 
profession, without naming any organization 

Mr. Kuixrn. You don’t have to name them. I will name them. 

Mr. Sorc. The medical profession would not oppose the plan, be- 

cause it does two things: It utilizes the voluntary organization, it does 
not regiment the medical profession—three things—and, third, it 
allows each individual the absolute free choice of physician. 
46789—54——-19 
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Mr. Kur. Incidentally, does your plan give the people or members 
a free choice of physicians ? 

Mr. Sore. Positively. 

Mr. Kuern. Does the Greater New York health plan do it, too? 

Mr. Sorc. There is a New York plan which has a limited group of 
doctors, and they are the only doctors to whom their subscribers can 
go. That is not the Blue Shield plan. 

The Cuarman. Will the gentleman yield? 

Mr. Kuern. Yes. 

The Cuarrman. How do you explain free choice in a hospital that 
has a closed staff ? 

Mr. Sora. In this way, sir: The patient goes to the doctor, and the 
doctor then utilizes the hospital in which he is a member of the staff. 

The Cuarrman. But they are not all members of the staff. 

Mr. Sore. No; but you will find that there is a more and more liberal 
policy on that, and it has presented no difficulty so far as 1 know. 
In other words, the physician is the one who determines the hospital 
to which the patient goes. 

The Cuarman. If there is only one hospital in a community, he 
doesn’t have much choice then, does he? 

Mr. Sore. Let me put it this way: I do not know of any qualified 
physician who would find it impossible to get on the staff of a hospital. 

The Cuarrman, I will not press that. 

Mr. Kuixr. Let me ask you one more question. 

Mr. Sora. I simply said I do not know. 

Mr. Harris. You do not know what? 

Mr. Sore. I do not know of any qualified physician who cannot get 
on the staff of a hospital. I didn t say he could get on the staff of 
all hospitals, because he wouldn’t want to. No physician can operate 
effectively by running around to a hundred hospitals. He usually 
concentrates his work in 1 or 2. 

Mr. Kurern. Mr. Chairman, I have lost the floor somewhere. I have 
one more question. You talked about the Blue Shield. Is that the 
same as the Blue Cross? 

Mr. Sore. It is not the same corporation, but it is the same principle. 

Mr. Kier. And in some States is that what they call the Blue 
Shield and some call it the Blue Cross ? 

Mr. Sore. No; the Blue Cross deals only with hospital bills. The 
Blue Shield deals only with medical bills. That is the distinction. 
But the principle of operation is the same. 

Mr. Kern. We appreciate your helpfulness, Mr. Sorg. We all have 
the same objectives. The problem is getting there somehow, and 
while I would think that your plan is good, I am very much afraid 
that many of the members of this committee will not agree with you, 
nor will the AMA, at least. 

Thank you very much. 

The Cuarmman. Mr. Heselton? 

Mr. Heseiton. Yesterday I believe when Mr. Cruikshank testified 
as to the position of the AFL, he referred to a situation that occurred 
in New Jersey. The chairman suggested that you were coming here 
today and would be glad to advise the committee of the facts. 

Mr. Sore. I will be glad to. 
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Mr. Heseuron. He said: 


We are having some difficulties with Blue Cross itself in some areas. The 
International Ladies Garment Workers, for example, had the Blue Cross, They 
felt they acted rather arbitrarily and canceled the whole group of contracts in 
the State of New Jersey. I do not know just exactly what the difficulties were, 
but it involved additional benefits that were written into the agreement with 
employers, and the Blue Cross said that they could not carry people that had 
that additional type of protection which appeared to us, at least, to be a rather 
arbitrary and unilateral type of decision, and our garment-workers people went 
to another type of protection then because of this cancellation of this agree- 
ment covering several thousand workers in a section of New Jersey—and as a 
matter of fact, Mr. Chairman, I believe it was in the Camden area that this 
took place. 

Can you tell us what the facts were? 

Mr. Sore. Yes. I do not know about every individual group, but 
I happen to know about this group, because it is quite a large number, 
and so far as I know it is distributed around south Jersey. We have 
not refused to enroll the group. That is No. 1. Two, we do require 
that if they want to come in on a group basis, they have to meet the 
minimum enrollment requirement, a certain percentage of the total 
group. Otherwise, you have an unsound underwriting experience. 
If they cannot meet that minimum requirement, they still can come 
in as individuals. 

However, it is to their advantage to come in as a group. Suppose, 

for example, the requirement is that they have to have a minimum of 
50 or 60 percent of the group. Suppose only 20 percent of the group 
is willing to enroll as a group. That is not an eligible group because 
you have a selection against the plan which is contrary to all sound 
underwriting experience. You can allow that 20 percent to come 
in as individuals, but to pay a higher rate. Suppose they do meet 
the requirement and do come in. Then later on some other insurance 
company goes in there and makes an arrangement to also carry the 
same group. If, then that same group still ‘maintains our minimum 
requirement or at least the same requirement or at least the same 
requirement that the new company is requiring and they usually are 
in enrolled groups, the average insurance company other than the 
Blue Cross requires 75 percent : as a minimum, then we will take them 
also. But we will not take 15 percent of them as an enrolled group 
when there is already 75 percent covered under another form of in- 
surance, because that, again, is unsound underwriting. 

We are not doing them a disfavor, because if we took them, we 
would also have to take every other group on an unsound basis ‘and 
then nobody would have anything because the plan would not con- 
tinue to exist. 

There is nothing to prevent anyone from carrying additional in- 
surance under our New Jersey Blue Cross plan. We have no 
objeetion. 

Mr. Hesexron. I can understand that statement of policy but, as I 
understood Mr. Cruikshank’s testimony, it was that these people had 
been enrolled in Bule Cross and then the coverage was canceled. 

Mr. Sorc. As a group; because they did not keep up with the re- 
quired minimum enrollment. 

Mr. Heseiron. That was the reason ¢ 

Mr. Sore. Certainly; the only reason. In other words, we would 
not care if they wanted to enroll in 6 insurance companies so long 
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as they kept up with us the same percentage, say 75 percent of their 
total enrollment, which you need for a sound sonntkinnalh: 

But what happens is this: Another insurance carrier will come in 
and take off the individuals who are the best risks.. Some of the 
married group would much rather stay in ours because they get much 
larger benefits. In other words, you have a family rate which covers 
a family whether it is 1 child or 10 children; the same rate. We 
cannot afford to take only that higher-cost group without getting the 
overall spread. If they will maintain the same overall spread which 
the other groups do, that is perfectly satisfactory. We do not put 
them out. We simply tell them, “If you have other coverage, unless 
you can maintain our required minimum, we will have to cancel the 
group arrangement. Then you will have to apply as individuals.” 

But it doesn’t prevent their having coverage in our plan. 

Mr. Hesevton. That leads me to ask you this question, then: Is it 
your experience or have you knowledge of the competitive factor 
entering into this question of coverage? In other words, once you 
have covered any group, do you then find that other carriers make 
an effort to solicit the so-called better risks? 

Mr. Sore. Certainly. 

Mr. Hesston. That is definitely in the picture ? 

Mr. Sore. Certainly. But there will be factors entering into that 
solicitation which are not necessarily to the best interests of the 
person who is being enrolled. For example, in that group that we are 
talking about, the alternate insurance program gives them, to a large 
portion of the group, $5 a day benefit for hospital, plus some extra 
for auxiliary services. No $5 a day indemnity will do anybody any 
good for coverage. There isn’t any such thing. That is merely a 
sop. 

Mr. Hesexron. I have one further question: Last Friday Mr. Mc- 
Nary appeared before the committee and testified in favor of the 
legislation. He indicated that speaking for the Blue Cross and the 
American Hospital Association, they were in favor of the legislation. 
He told us that as of last December there were 45 million people in 
the United States who were members of Blue Cross, and there were 
about 5,500 hospitals as members of the American Hospital Associa- 
tion, and he estimated approximately 100,000 physicians were on the 
staffs of those hospitals. He told us that in Michigan, which I under- 
stand he said was the high rate State under the Blue Cross program, 
that it would cost a family to insure under the Blue Cross $5.85 a 
month. That led me to ask him if most of the coverage was not a 
group coverage and if they did not have trouble covering individuals. 
He said it was true that most of it was group coverage. I asked him 
if this type of insurance as presented in this legislation could make it 
possible for them to more quickly reach out into the individual field 
covering more people who would like to be members of Blue Cross 
but could not because they had no association or group with which 
they could be insured. 

He said he thought that definitely was a possibility. Do you feel, 
in terms of your experience, that would be a possible result of the en- 
actment of the legislation as it has been drafted ¢ 

Mr. Sore. We are talking now about the program as presently 
submitted ¢ 

Mr. Heseton. Yes. 
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Mr. Sore. My answer is no on that. And, of course, I want to say 
this: I am quite sure that neither Mr. McNary nor I would presume 
to speak for 40 million people. What we do is to give the impression 
of what the reaction would be. Mr. MeNary would be entirely cor- 
rect if he says that all the Blue Cross persons enrolled, and there are 
some 46 million according to the record I had yesterday, are interested 
in a program which will take care of the overall health because it will 
certainly reduce their own premiums. If you once take off the 
burden of free care, which is now being saddled in part on Blue Cross, 
through higher charges, it will benefit them. Naturally they would 
be in favor of that. I could not imagine any Blue Cross person vot- 
ing no on a program which would reduce their cost of enrollment. 
But if you had merely a reinsurance program where you were depend- 
ent upon your reinsurance protection by charging the local plans, the 
only way the local plans can get that premium to pay to the reinsur- 
ance corporation is by saddling it on their own subscribers. I do not 
know of any other way. 

Mr. Heseuton. Mr: McNary was not testifying to the overall pro- 
gram on Friday. He appeared definitely in behalf of this bill as it 
had been filed by the chairman. 

Let me ask this: Have you had an opportunity to read Mr. McNary’s 
statement ? 

Mr. Sore. I have not. And I have not had an opportunity to dis- 
cuss it with him. But Mr. McNary is an able man, and I am quite 
sure you would find that the two statements that he makes and that 
I am making are reconcilable. 

Mr. Hesevron. I hope that is true. 

Thank you very much, Mr. Chairman. 

The Cuarmman. The bells have just rung calling us to the House. 
I regret it exceedingly. We would appreciate it if the witness 
would hold himself in readiness when we have answered the rollcall, 
so that those who may wish could return and continue their 
questioning. 

Mr. Sore. I shall be glad to wait. 

The Cratrman. It may develop that it would not be possible for us 
to do so, but if you could hold yourself here in that tentative w ay it 
would be appreciated, realizing that with your very large peanma gn 
and your willingness to express your views as definitely as you do, i 
will be of very creat help to us in formulating some policies in con- 
nection with this matter. 

So while you are here, I would certainly at least personally, like to 
avail myself of as much as possible of your knowledge and willingness 
to advise the committee. 

Mr. Sora. Thank you, sir. 

The Cuarrman. We will recess until the rolleall is over. 

Mr. Harris. Mr. Chairman, before a definite decision is made, I 
realize the difficulty that faces the chairman and the members of 
the committee in a situation like this. We have a bill in which there 
is intense interest, under the 5-minute rule being considered in the 
House. I certainly would not want to delay or interfere with efforts 
to conclude the questioning of the witness. ‘But I would question the 
probability of members on this side coming back. 

The Cuamman. I have some doubt as to the number that could find 
it convenient to come. I think the gentleman is aware, however, 
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that very frequently, even though the House is considering very im- 
portant matters, there are a great many Members who do not attend 
on the floor. So far as I am concerned, I could render just as much 
assistance here, in my on by availing myself of the use of this 
gentleman’s presence as I could if I sat on the floor for an hour listen- 
ing to something that I had already made my mind up on how I was 
going to vote. I realize that we could not hold a formal hearing 
in the sense that it may be technically considered, yet I did think as 
long as Mr. Sorg was here in Washington, that such members of the 
committee as would like to avail themselves of his knowledge would 
feel free to have the opportunity to do so by his willingness to remain 
here. ‘There is nothing that can keep an individual on the floor if 
they do not want to stay there. I am one of those who feel that this 
is Important enough to bring me back to ask a few questions that 
I do have in mind. 

Mr. Harris. Mr. Chairman, I appreciate that, and certainly it is 
not my position, or any one on this side, to do anything that will throw 
a stumbling block in the way of the committee hearings or availing 
ourselves of information from important witnesses Tike this one. 
I must state, however, and I suppose right now is just as good a time 
to bring it up, on behalf of members from our side who constantly 
talk about procedure, with reference to committee meetings. I realize 
the fairness of our chairman and what he is trying to do. But I 
do know that the House does not generally give consent for a committee 
hearing to proceed during the 5-minute rule on legislation, I men- 
tion that to call attention that it is necessary to obtain permission to 
sit. 

The point is a great many of the members of this committee on this 
side have talked about procedure from time to time. I trust that I 
may talk to you about it further, perhaps a little later on. 

The Cuarmman. I am well aware of the rules of the House. I am 
aware that you cannot hold sessions while the House is in session with- 
out the consent of the House. I am not intending to violate any rules 
or suggest any course of conduct on the part of the committee that 
would violate any such rules. I am merely making the suggestion 
that Mr. Sorg is in the city today at his own expense, and a very busy 
man that has given up his time, who has a very considerable amount 
of information. So ee as I am concerned, I will avail myself, com- 
mittee or no committee, of the presence of Mr. Sorg in our city and 
will ask him such questions as I see fit, whether the House is in ses- 
sion or not, and even if I have to do it in my own private office. 

Mr. Harris. That is a pretty strong statement for the Chairman 
to make. 

The Cuarrman. I meant it to be strong. 

Mr. Harris. I will have to state for the record, in view of the 
statement, that I object to the committee session while the House is 
in session, under the 5-minute rule. 

The CuHarrmMan. You have done it, and in view of the fact that you 
have done it, that can be understood by the committee members. I 
do not assume, however, by the point of order that you have made, that 
that in any way precludes me from leaving the floor when I have 
answered the call and have such conversation in the form of question- 
ing with Mr. Sorg as I may wish to have. 
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Mr. Harris. Certainly I have no control over the gentleman’s 
actions. 

The Cuarrman. Certainly not. That is the point I am trying to 
make. It is not a question of the committee hearing, it is a question 
of the convenience of the witness, Mr. Sorg, and the members who 
may wish to take advantage of his presence. 

Mr. Sorg, I will return as soon as I have finished my answering the 
rollcall. 

(Whereupon, at 11:11 a, m., the committee was recessed for the 
purpose of answering a rollcall, after which the following proceedings 
were had:) 

The Cuatrman. Mr. Sorg, in view of the point of order that has 
been made, it will be impossible for the committee to sit further today. 
In the event that your further presence is desired, we will give you 
appropriate notice. You have permission to revise and extend your 
remarks, including the answering of the questions which I will sub- 
mit to you in writing, as I have done with other witnesses who have 
preceded you. 

(The information requested follows :) 


STATEMENT BY Mr. H. THEODORE SorG, PRESIDENT OF New JERSEY BLUE Cross PLAN 


I have been asked by Chairman Wolverton to submit written reply to the 
following 10 questions as to standards for insurance policies under H. R. 8356: 

“1. Should policies which are cancelable at discretion of carrier be reinsurable? 

“2. What exclusions or limitations with regard to preexisting conditions on 
the part of the insured should be tolerated in policies which are reinsurable? 

“8. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

“4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

“5. Should policies be reinsured which do not contain a provision for waiver 
of premium in the event of prolonged illness? 

“6. Should policies be reinsured which do not limit additional charges made 
by hospitals or doctors over and above benefits payable under policies to a 
specified percentage in excess of benefits payable under policies? 

“7. Should distinction be made between medical services rendered in a 
hospital and medical services rendered outside hospitals insofar as percentage 
of cost is concerned which insurer must bear himself? 

“8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bill and should 
maximum and minimum of coinsurance percentage be stipulated? 

“9. Should policies have a deductible feature so that benefits are payable 
only after ‘deductible’ has been paid by insurer himself? 

“10. Should requirement be contained in bill that individual applications 
for insurance must be granted; and if so, what limitations should be placed on 
this requirement?” 

The answers to these specific questions are subject to the comments made on 
April 2, 1954, that H. R. 8356 neither alone nor in conjunction with H. R. 7700 
will achieve the comprehensive health program contemplated by the President, 
but that these two bills might well form the nucleus of further extended legis- 
lation to effect that program. 

The following basic principles control the answers to these 10 questions: 

A. Any sound insurance risk should be capable of reinsurance. 

B. Any reinsurance program should not attempt to regiment sound, primary 
insurance into one category, but should be broad enough to apply to varying 
forms of such primary coverage. 

©. The legislation under which reinsurance is to be effected cannot and should 
not be too rigid and restrictive, so as to result in defeating the purpose intended 
to be accomplished. 
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D. H. R. 8356, in effect, would constitute the charter of the reinsurance cor- 
poration. Like any charter, it should be expressed in general terms so as to 
make possible its adaptation to various situations and to changing conditions. 

BD. There is, of course, no objection to including reasonable safeguards in the 
charter legislation to prevent diversion of the proposed reinsurance program 
from its originally intended purpose. Generally, this can be accomplished by 
making the funds necessary to continue the reinsurance corporation in operation 
subject to recurrent view, as the basis for continued appropriation. 

F. The class of insurance policies which are to be the subject of reinsurance 
need not be specified in the enabling legislation. 

G. In order to provide the widest field of reinsurance, it would appear to be 
unwise to attempt to specify in the enabling legislation the several standards 
inherent in the above 10 questions. Those matters would seem properly to be 
the subject of regulations. Obviously, the rate of reinsurance might vary with 
respect to different primary insurance carriers, depending upon the nature of 
risk involved, and the operating experience of each particular primary carrier. 

H. Generally, a reinsurance policy will provide that the nature of the primary 
risk, the basis of underwriting and claim policy of the insured carrier cannot 
be changed without consent of the reinsuring corporation or, if changed, that 
the reinsurance shall not apply thereto. 

I, Largely, the answers to the propounded 10 questions will evolve from actual 
experience. The field of primary insurance is highly competitive. Inequities 
in certain kinds of policies will become evident. If broader coverage at compara- 
ble cost is offered by competitor insurance companies, the necessity of meeting 
that competition will eventually take care of the situation. 

J. If H. R. 8356 is to be integrated with an extended legislative health pro- 
gram, such as suggested in our statement of April 2, 1954, it will, of course, be 
necessary to rewrite H. R. 8356. Without here attempting to outline all the 
changes that would be essential in any such redraft, the following are some 
general suggestions : 

(a) It is inequitable, and probably dangerous, to provide (sec. 310 of H. R. 
8356) for termination of the reinsurance status of a health service prepayment 
plan, even with respect to future policies upon “not less than 90 days’ ” notice 
prior to any initial or renewal term of insurance. A health service prepayment 
plan, which embarked upon a health insurance program in reliance upon the 
reinsurance, might be seriously affected, and possibly destroyed, by any such 
arbitrary termination. In any event, such termination should be subject to 
review by a prescribed tribunal. 

(6) As an integrated part of an extended health program, the protection 
under H. R. 8356 would appear of necessity to fall into three parts: 

(i) That which reinsures risks normally the subject of primary insurance 
coverage. 

(ii) That which indemnifies the primary carrier against loss occasioned by 
extending the coverage of those normally insurable, into areas or for periods 
of time which are not ordinarily inherent in sound, underwriting policy. This 
phase applies to those otherwise normally insurable. It could mean for ex- 
ample, longer periods of care for overage groups; chronic conditions; contagious 
disease, etc., in this normally insurable group. It could also provide coverage, 
with premium waiver, in event of disability, unemployment, etc. It could also 
provide for diagnostic and preventive medicine, which areas would not normally 
be included under primary coverage. Also, it could make possible noncancelable 
coverage ; provide that policies should not be contestable for preexisting condi- 
tions ; provide waiver of premium in case of prolonged illnesses, etc. Under this 
subclassification (ii), the nature of protection under H. R. 8356 really would 
not be “reinsurance” but actually would be “excess loss indemnity.” To provide 
such excess loss indemnity, would require a payment through the reinsurance 
corporation from a source other than premiums from primary carriers. It could 
not be sustained by reinsurance premiums collected from such primary carriers, 
because essentially this extended coverage is not normally the subject of primary 
insurance, except at a prohibitive premium rate. 

(iii) That which reimburses the primary carrier for making available its 
nonprofit health coverage to the totally indigent, the medically indigent, those 
requiring rehabilitation, and generally such other groups as are outside the 
normally insurable groups. The coverage provided under this subclassification 
(iii) is neither reinsurance nor excess loss indemnity. It does, however, accom- 
plish the President’s goal, namely, that the means for achieving good health 
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should be accessible to all, regardless of a person’s location, occupation, age, 
race, creed, or financial status. The cost would, of course, be considerable and 
would need to be provided from some source other than insurance or reinsurance 
premiums. Hence, our suggestion on April 2, 1954, that such funds could be 
provided, without dislocation of the present Federal budget, through a national 
sales tax, possibly a fraction of 1 percent, strictly and exclusively limited in 
scope to the national health program. The extendes legislation suggested would 
provide how the necessary fund should be raised and how expended, perhaps 
best and most economically through utilization of already existing facilities of 
voluntary nonprofit health plans, on a cost-plus basis, with absolutely free 
choice of physician by the patient. 

Implicit in the foregoing are the answers to the 10 questions, quoted above, 
propounded by the committee. 


The Cuarmrman. The committee is adjourned until Monday at 10 
a. m., at which time the committee will hear a representative of the 
American Medical Association. 

(Whereupon, at 11:55 a. m., the committee was recessed, to recon- 
vene at 10 a.m., Monday, April 5, 1954.) 
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MONDAY, APRIL 5, 1954 


House or RePresENTATIVES, 
COMMITTEE ON INTERSTATE AND ForetIgn CoMMERCE, 
Washington, D. C. 

The committee met at 10 a. m., in the committee room of the House 
Committee on Interstate and Foreign Commerce, the Honorable 
Charles A. Wolverton (chairman) presiding. 

The Cuarrman. The committee will come to order. Today we shall 
again have the privilege of hearing from Dr. David B. Allman, who 
will speak for the American Medical Association on H. R. 8356, a bill 
to improve the public health by encouraging more extensive use of 
the voluntary prepayment method in the provision of personal health 
services. Dr. Allman is the chairman of the committee on legislation 
of the American Medical Association and is a member of the associa- 
tion’s board of trustees. The doctor appeared before the committee 
on January 28, 1954, in the committee’s health inquiry hearings and 
again on March 23 in connection with our consideration of H. R. 7397. 

Dr. Allman, the committee will be pleased to hear from you at this 
time. Do you have any associates with you? 

Dr. Atrman. Yes. 

The CuatrmMan. I would appreciate your giving their names to the 
committee so that they may be a part of the record. 

Dr. Attman. Thank you. I have with me today Dr. Ernest B. 
Howard, Assistant Secretary of the American Medical Association. 


STATEMENT OF DR. DAVID B. ALLMAN, MEMBER OF THE BOARD 
OF TRUSTEES AND CHAIRMAN OF THE COMMITTEE ON LEGISLA- 
TION OF THE AMERICAN MEDICAL ASSOCIATION, ACCOMPANIED 
BY DR. ERNEST B. HOWARD, ASSISTANT SECRETARY, AMERICAN 
MEDICAL ASSOCIATION 


The Cuatrman. You may proceed. 

Dr. AtbMan. Gentlemen, I am Dr. David B. Allman of Atlantic 
City, N. J., where I am engaged in the practice of medicine. 

The Carman. I might say a successful practice and one well 
regarded. 

Dr. Attman. Thank you. I am a member of the board of trustees 
and the chairman of the committee on legislation of the American 
Medical Association. I am appearing here today as a representative of 
that association concerning H. R. 8356, 883d Congress. 

We are grateful to the committee for permitting us to delay our 
appearance on this bill until after the joint meeting of our committee 
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on legislation and the executive committee of the board of trustees 
which was held in Chicago last Wednesday, March 31. Our organiza- 
tion has now formulated a position on the bill which I shall present 
today. 

Inasmuch as you have been conducting hearings on this measure for 
some time it is unnecessary in our statement to review the bill in any 
detail. I should like to state at the outset, however, that the American 
Medical Association is in complete accord with the principal purpose 
of the bill, which is to promote the best possible medical care on reason- 
able terms. It is reassuring to the moll cal profession to find that the 
official position of the Government is one of trust and confidence in 
the ability of private initiative to solye existing problems in the field 
of medical care. As was stated before this committee last January, 
our association has for many years adhered to a policy which parallels 
the above-referred to purpose of this bill. We are also in agreement 
that the most feasible method of accomplishing this result for most 
of the people is through voluntary health insurance. 

The association, however, seriously doubts whether the mechanism 
suggested in H. R. 8356 is essential and whether it will, in fact, 
accomplish the desired results. 

In determining its essentiality we believe that it is necessary to 
give full and complete consideration to the tremendous strides which 
voluntary health insurance has made in this country and the simul- 
taneous improvement in benefits provided to meet the desire of the 
public for more adequate protection, The expansion of coverage and 
the improvement of benefits to cushion the economic shock of hospital, 
surgical, and medical expenses, has been phenomenal during the past 
few years. 

Inasmuch as complete statistical data outlining this expansion and 
growth have been made available te your committee by previous 
witnesses, I shall not repeat these figures at this time. I Sen 
you have also been briefed on the progress and prospects of the 
newest area of health insurance—major medical-expense coverage 
which is designed to provide protection against the unpredictable, 
the unexpected, illness, acute or chronic, the financial impact of which 
would seriously disrupt the family budget. 

It is our belief that the figures which have been presented hold real 
promise for still greater progress in health-insurance coverage. This 
fact plus the demonstrated ability of the industry to meet the needs 
and demands of the public indicates to us that it is unnecessary for the 
Federal Government to enter the field. The public interest will be 
served best and continued progress of health insurance protected by 
preserving the freedom and competitive features of the present method 
of operation. 

It must also be emphasized that there is a limit to the number of 
insurable people in this country, and a limit to what can be accom- 
plished by insurance. In any effort to solve the economic problems 
of medical care, it is essential to consider two groups of individuals: 
(1) those who are able to pay the normal costs of medical care, and 
(2) those who are indigent. Most of the American people fall within 
the first group and have access to the many forms of health insurance 
now offered. Some of these have elected to carry their risk either 
because of their financial ability to do so or because they are not 
convinced of the wisdom or necessity of purchasing protection against 
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medical expenses in advance. As the desirability of insuring against 
medical expenses is more generally accepted and as the improvement 
and development of new types of coverage evolve, it is reasonable to 
expect that the maximum number of insurables will be covered. 

The other group—the indigent—poses distinctly different problems. 
These individuals do not have the funds with which to purchase in- 
surance and are dependent, in some measure, on outside assistance for 
the basic necessities of life. The American Medical Association be- 
lieves that if the medical-care problems of this group cannot be solved 
by the individuals or their families, the responsibility should be as- 
sumed by the local and State government. 

As an association we have been greatly concerned with the individ- 
uals in this category and are making efforts to aid in the solution of 
this very difficult problem. Through our council on medical service 
we have undertaken a series of studies of the organization and opera- 
tion of State and local indigent medical-care plans which are effec- 
tive in meeting the need; 15 such studies have se made to date and 
5 more will be completed this summer. These reports are being pub- 
lished in the Journal of the association and distributed to all State 
and county medical societies. Through this method and through the 
establishment of suggested criteria for such plans medical societies 
have been stimulated to organize an adequate program or improve 
an existing one. 

Recognizing that the medical profession is only one of a number of 
parties concerned in the total health-care picture of the indigent a 
oermanent study group comprised of representatives of the American 

fedical Association, the American Hospital Association, the American 
Dental Association, the American Public Health Association, and the 
American Public Welfare Association has been established. Two im- 
mediate projects being undertaken by this study group are: 

(1) Preparation of a basic statement on the total problem of health 
care for the indigent. 

(2) A series of joint field studies by staff personnel of the various 
agencies represented so as to consider the problems, operations, and 
services of all groups concerned with providing medical, hospital, and 
related services to the indigent. 

Finally, the association 1s considering the establishment of a field 
services to assist State and county medical societies in developing pro- 
grams in this field. As a pilot project along this line, the field staff 
spent 5 weeks in 1 State dustin x the summer of 1953 to help collect 
basic data and information which might lead to a formal State or- 
ganization and to adequate financing for an indigent medical-care 
program. 

We hope that expanded efforts by private agencies and an awaken- 
ing by State and local governments to their responsibilities to the in- 
digent will lead to a solution to the problem. It is not clear, however, 
how persons in the indigent group will be assisted by the provisions of 
the bill under consideration, without some form of Federal subsidiza- 
tion paid through the insurance companies. We believe this would 
be objectionable. 

As physicians, we have a real interest in this bill; nevertheless, we 
do not feel qualified to comment authoritatively on its technical in- 
surance and reinsurance aspects. We have, therefore, in considering 
this bill, met with representatives of the insurance industry and have 
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studied carefully their testimony before this committee during the 
past week. We have noted the reluctance and in some instances the 
expressed fear with which these insurance authorities have viewed the 


—— 
e were impressed by the comments of Mr. Edwin J. Faulkner 
when he said, in testifying before your committee on March 26: 

Government reinsurance of health-insurance plans would introduce no magic 
into the field of financing health-care costs. Reinsurance can distribute risks 
among insurers just as insurance distributes them among policyholders, but no 
matter how far this distribution is carried, it must be sound to succeed. Re- 
insurance does not increase the ability of the insurer to sell protection to the 
unwilling buyer. Reinsurance does not reduce the cost of insurance. Re- 
insurance does not make insurance available to any class of risk or geographic 
area not now within the capabilities of voluntary insurers to reach. 

Another statement by Mr. John H. Miller on behalf of 3 health and 
accident insurance associations with over 300 member companies 
stated, in part: 

Reinsurance, therefore, does not provide a means of making insurable what 
would otherwise be an uninsurable risk. It does not add to the aggregate 
resources of the insurers. It does not help to sell insurance nor does it reduce 
the cost of insurance. If our citizens are not to labor under a misunder- 
standing, it is essential for them to realize that reinsurance is not a panacea, 
and that it does not provide additional funds to finance the cost of medical care. 

As has been made clear in the presentation of the program, voluntary in- 
surance cannot relieve the community of the burden of providing medical care 
to the indigent nor is it helpful to those who presently cannot qualify for it, 
and reinsurance does not enhance the power of insurance in these areas. The 
reinsurance facilities have been proposed with the purpose of extending the 
frontiers of insurance effectiveness. The rapid development of accident and 
sickness insurance has, however, been accomplished with little use of the already 
extensive reinsurance facilities available to the insurers, and we see no evidence 
that progress would have been augmented had reinsurance been used to a 
greater extent. The underwriting, or risk bearing, capacity of the companies 
in this business is very large. 

These and other expressions of opinions from the insurance in- 
dustry plus our analysis of the bill have led us to the conclusion that a 
Federal reinsurance system such as proposed by the bill could not be 
expected to achieve the objectives set forth in this legislation. In 
addition, the measure as drawn would place extensive regulatory power 
in the Secretary of the Department of Health, Education, and Wel- 
fare. The concentration and delegation of such potential power and 
contro] over a vital branch of American industry in a department 
of the executive branch of the Government without clear and con- 
vincing evidence of need is extremely difficult to justify. 

Let me reiterate that we believe the sponsors of this proposal are 
deserving of commendation in eons to spread voluntary health 
insurance through private initiative. Nevertheless it is the belief 
of the American Medical Association that the bill will not fulfill its 
intended purpose and may, in fact, inhibit the satisfactory progress 
which is now being made by voluntary insurance companies. For 
these reasons it is the recommendation of the American Medical 
Association that this bill should not be reported favorably by this 
committee. 

In conclusion, let me express my appreciation for myself and for 
the American Medical Association in permitting an expression of our 
views on this bill. Thank you. 

The CuHamman. Any questions, gentlemen? Mr. Dolliver. 
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Mr. Dotiiver. You are a physician actually in the practice of medi- 
cine, are you not, Doctor? 

Dr. ALLMAN. Yes, sir. 

Mr. Dottiver. I assume you have had a geod deal of experience 
with health insurance plans—the Blue Cross and various medical 
insurance companies ? 

Dr. ALLMAN. Yes, sir. 

Mr. Dox.iver. Is it possible for you to make any generalization as 
to whether the experience of the medical profession with these various 
health plans has been satisfactory or unsatisfactory ¢ 

Dr. AttmMAN. I think I am in a position to give an opinion on that, 
sir. Using my own State of New Jersey as an example, which is the 
only one I know about, in the beginning of these programs we had 
considerable difficulty in convincing 51 percent of the doctors that 
they should become participating phy sicians in those programs. I am 
going back several years. After we finally got the 51 percent and 
started the plans in operation, like all new plans they had many 
failings and so forth and so on, and there was some dissatisfaction. 
But briefly summarizing, let me say that the attitude of the doctors 
toward Blue Cross and Blue Shield and these other programs has 
gradually changed so that we are satisfied they are doing an excellent 
job for the public and for medicine. 

Mr. Douutver. You referred specifically to Blue Cross and Blue 
Shield. In your State, what is the setup of the Blue Shield ¢ 

Dr. AttMan. I would not say it was an organization of the phy- 
sicians, but there are physicians on the board. 

Mr. Dotiiver. Was the Blue Shield stimulated or started by phy- 
sicians in the medical fraternity ? 

Dr. AutmAn. That is right; yes, sir. 

Mr. Douiiver. And they are pretty much in control, are they not, 
or is it fair to say that? 

Dr. Atuman. I would not know. I as a physician have nothing 
to do with it except to take care of the patients. I take care of the 
patients and render my bills and get paid. I do not have control and 
I would say the physicians as an organized group do not have control. 

Mr. Dotuiver. I8 it a fact in New Jersey, as in my State of Iowa, 
that there are 2 levels in the Blue Shield, 1 below $3,000 a year and 1 
above that ? 

Dr. AttMAN. That is right. 

Mr. Do.tiiver. And those in the lower bracket receive preferential 
treatment in the way of fees under the plan? 

Mr. Atuman. That is correct. 

Mr. Dotuiver. We have had testimony here from the Blue Cross, 
which, distinguished from the Blue Shield, is an organization provid- 
ing hospital care. That does not directly affect the medical profession 
except it provides the facilities where you can take care of your 
patients ¢ 

Dr. Attman, That is correct. 

Mr. Dotuiver. But you have no interest in Blue Cross whatsoever, 
do you? 

Dr. AttmMan. Not in any sense; no, sir. 

Mr. Dottiver. In connection with the other type of health in- 
surance, that is generally, if not invariably, on an indemnity basis, 
is it not? 
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Dr. AtuMaN. Yes, sir. 

Mr. Dotutver. Is there generally a schedule of fees set up allowable 
to the physicians and hospitals? 

Dr. asima, I think most of them have schedules of fees; yes. 

Mr. Dottutver. Generally speaking are the schedules adequate to 
take care of the needs of the patients? 

Dr. Attman. I think so. 

Mr. Dotuiver. Have you personally run into difficulty in adjusting 
your charges where insurance was involved ? 

Dr. Atuman. No. Ihave never had difficulty. I have accepted the 
fees they have allowed as the set fee and certified the bill and marked 
it paid. 

Mr. Dotitver. One of the problems this committee is struggling 
with is extended medical care or catastrophic illness. What comment, 
if any, do you have on that subject? In explaining my question, let 
me add this: I believe one of the objectives of this legislation is to 
provide a means whereby the risks involved in extended or catastrophic 
illness can be taken care of. 

Dr. Aupman. I think that is being taken care of to a degree with 
the major medical-expense policy the companies are writing and in 
which they will undoubtedly increase coverage in the immediate 
future, and I believe that will take care of the situation. 

Mr. Dotuiver. Does the Blue Shield have any such coverage? 

Dr. Autman. I do not know. 

Mr. Dotitver. I think that is all, Mr. Chairman. Thank you. 

The Cuatrman. Mr. Priest. 

Mr. Priest. Dr. Allman, I believe you said you agreed generally, 
or were impressed by the statement, of Mr. Faulkner to the effect that 
a reinsurance program would not reduce the cost or costs to the persons 
covered nor would it reach those that are not insurable. I believe that 
was the substance of the statement of his that you referred to? 

Dr. Autman. Yes, sir. 

Mr. Priest. I think we are all considering this legislation seriously 
in an effort to find out just what might be done. I have felt for some 
time that any step in this direction that would bring results, even 
though we may have some doubts about the mechanics of the opera- 
tion, might be worth trying in the effort to improve the general na- 
tional health situation. Yet, in studying rather carefully the bill 
before us, it seems to me, if I may use those words, it is pretty wide 
open so far as the mechanics of its operation are concerned. Have 
you given any thought to that question, specifically to the question of 
writing into the legislation, assuming it is reported, rather definite 
standards and criteria which must be met by any insurer or insuring 
company applying for reinsurance under this program ? 

Dr. Aruman. No, we have not given any thought to any specific 
provision. 

Mr. Priest. Do you feel if the legislation should be reported that 
there should be a statutory yardstick for measuring the qualifications 
or standards of any carrier of insurance that applied for reinsurance 
under the ‘iat or should it be left to regulations issued'pursuant 
to the bill 

Dr. AttmAN. I feel the more regulatory measures you can write 
in there the less danger you may run into. 
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Mr. Priest. That has been my feeling, recognizing the fact that it 
is a field in which we do not have too many definite standards to use 
as a basis for developing other standards. I have felt that if the 
Federal Government is to launch into this reinsurance field, that the 
statute itself should be rather explicit in setting up the standards that 
had to be met. I think I favor your view that this legislation would 
not reduce the cost, necessarily, of the insurance to those eligible for 
insurance, nor would it seem to increase very greatly the number of 
those who might come under the protection of the insurance who could 
not come under it without this legislation. I think, Mr. Chairman, 
that is all for the time being. 

The CHamman. Any further questions? Mr. Younger. 

Mr. Younger. I notice on page 3 of your statement you quote Mr. 
John H. Miller where he says: 

Reinsurance, therefore, does not provide means of making insurable what would 
otherwise be an uninsurable risk. 

I think in his testimony and in all the testimony we have had with- 
out question had the admission of everybody that what might be an 
uninsurable risk today would prove to ‘be an insurable risk after ex- 
perimentation of a year or two trying it out. Every carrier who has 
been before us has admitted that. 

Dr. AtumaNn. As pertaining to certain diseases? 

Mr. Youncer. Yes, and terms. They consider it would have been 
uninsurable to have granted 111 days of hospitalization a few years 
ago and today it is granted; so what is uninsurable today may prove 
to be insurable tomorrow after they have tested it out. 

Dr. Attman. That is right. 

Mr. Youneer. And they admitted this bill might result in some of 
them going into the field and proving these facts. 

Dr. Attman. They have proven it in the past without question. 

Mr. Younerr. This might hurry it a little bit. They have admitted 
that. If they wanted to use it, it might cause some of them to ex- 
periment a little faster than they would otherwise. 

Dr. AtumMan. That isa possibility. We feel the possibility of harm 
is greater than that possibility of good. 

Mr. Younerr. I did not get in your statement the possibility of 
harm. I was not here at the beginning of your statement. Can you 
give me briefly what your idea of the possibility of harm would be? 

Dr. Atpman. Yes. The way it is set up the delegation of so much 
power, we feel, without enough restrictive means on it. 

Mr. Youncer. Are you familiar with the insurance laws that have 
been passed by the Federal Government, such as FDIC and FHA 
insurance, and soon! 

Dr. ArpMan. Tosome extent. 

Mr. Youncer. They were all skeleton bills when they were orig- 
inally passed, with probably as great or greater delegation of power 
than in this bill, and they have all proven satisfactory and they are 
now a recognized part of our economy and private enterprise is very 
much in favor of it. That is all, Mr. Chairman. 

The Caatrman. Mr. Harris. 

Mr. Harris. Just one question following the questions of Mr. Dolli- 
ver concerning Blue Shield and Blue Cross. 
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You stated, as I understood, from your experience in New Jersey, 
that you had some difficulty in getting 51 percent of the doctors to 
participate in the program ? 

Dr. Auuman. In the early days, yes, sir. 

Mr. Harris. For my information, that program as a matter of pol- 
icy had to have the approval of the majority of the medical profession 
before it could be put into effect ? 

Dr. AttMan. At that time, yes, sir. 

Mr. Priest. Will you gentleman yield ¢ 

Mr. Harris. Yes. 

Mr. Priest. You said at that time. Has there been State legisla- 
tion or medical society policy changing the situation since that time? 
Does it today require 51 percent ? 

Dr. Attman. I do not think it does at this time. That was at 
the inception, but at this time I do not think it requires that. It 
was the plan itself that wanted that much, otherwise the people 
could not get a free choice of physicians to any degree unjess more 
than half the doctors participated. If they put in a plan in a county 
where only 10 percent of the physicians would participate, they would 
have only a one-tenth choice. 

Mr. Harris. We have had statements before the committee on the 
broad field of public health and the Blue Shield program and the 
Blue Cross program. The spokesmen for the Blue Cross are favorable 
to this approach. I believe I am correct in making that statement. 
At least they have stated to us that they think it would be helpful 
to their program. I realize the medical profession is affected, but 
1 am wondering just how the medical profession can be concerned with 
the insurance program which some private voluntary group has in 
cooperating with and serving the needs of the public. In order to be a 
little clearer, take, as an example, the Blue Shield. A doctor will 
cooperate with the program and perform a service and for that serv- 
ice the doctor is paid from the Blue Shield voluntary plan. That is 
correct, is it not ? 

Dr. ALLMAN. Yes, sir. 

Mr. Harris. If there is a program by which that organization is 
to receive some protection by the risk being distributed to some other 
place, then the contact of the medical profession is still with the Blue 
Shield program. That is true, is it not? 

Dr, AtuMan. Yes. 

Mr. Harris. What I am wondering about is just how the medical 
profession would be affected ? 

Dr. AttmMan. We would be affected eventually, we believe, by the 
deterioration of the Blue Shield service. What they think would be 
good medicine for them we may not agree with them; we may think it 
would be bad medicine. 

Mr. Harris. By medicine you mean 

Dr. ALLMAN. Insurance. 

Mr. Petiy. Will the gentleman yield ? 

Mr. Harris. Yes. 

Mr. Pretiy. Do not the local medical associations have their own 
plans which are competitive perhaps with plans like Blue Shield 
and Blue Cross ? 

Dr. Attman. Some might. I do not know of any. . We do not. 
Dr. Howard says that is true. We do not have that trouble in New 
Jersey. 
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Mr. Youncer. In California some of the county organizations have 
them. 

Dr. AtpMan. You have everything in California. 

The Cuarrman. You may proceed, Mr. Harris. 

Mr. Harris. Then you have answ ered my question by saying to the 
committee that if this program were to be adopted it would have an 
adverse effect by deteriorating services under the Blue Shield program ¢ 

Dr. AttMANn. That is correct. 

Mr. Harris. You do distinguish, then, between such a program of 
reinsurance under the direction and supervision of the Federal Gov- 
ernment and a program of reinsurance by private companies ¢ 

Dr. AutMAN. Very definitely. 

Mr. Harris. Would it be fair to say that that difference is on the 
basis that the Federal Government under such a program must ulti- 
mately, if not initially, direct and control the program ¢ 

Dr. Auman. Yes, sir. 

Mr. Harris. Do you feel that the same principle involved here, of 
the Federal Government becoming involved in the program, was in- 
volved in the legislation on compulsory health insurance, which pre- 
viously was presented and is probably pending now in Congress ¢ 

Dr. AttMAN. We feel that this bill leaves so much to the discretion 
of the Secretary of Health, Education, and Welfare that it is difficult 
to say. However, there is no question that the bill might be imple- 
mented in such a way as to become the opening wedge for socialized 
medicine. 

Mr. Harris. As it has been presented to Congress in the last several 
years, compulsory insurance would make it mandatory for everybody 
who is employed—that is a broad general term I use—to participate 
in the program. To a limited extent, those who participate in the 
insurance program, which may be reinsured, controlled, and directed 
by the Federal Government, would to that extent be on the same 
principle and basic philosophy ? 

Dr. AttMAN. Yes, sir; it would in our opinion. 

Mr. Harris. And that is the reason you have expressed on behalf 
of your organization today an opposition to this program ? 

Ir. ALLMAN. That is correct. 

Mr. Harris. Do you believe that this is a field in which the Federal 
Government should participate ? 

Dr. AttMaAN. We very definitely do not feel that it is. 

Mr. Harris. There has been testimony here to the effect that 93 
million people in the United States have some form of health in- 
surance. Other witnesses have spoken of the uninsurables. You 
mentioned them in your statement. Other witnesses have spoken, 
as you have, of the indigent class. Some claim that a portion of the 
indigent group are insurable and do c: urry some insurance. There are 
some 60 million people who do not carry any form of health insurance. 
Do you have any information or statistics on what percentage of the 
60 million would be able to carry insurance but do not voluntarily 
choose to carry medical insurance? If you do not have that informa- 
tion, could you supply it for the record? Is it clear what I have in 
mind ¢ 

Dr. AtrmANn. Yes, it is clear what you have in mind and we shall 
be happy to secure that information for you and let you have it. 
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Mr. Harris. Could you provide that for the record? You may want 
to consult with others outside of your group. 

Dr. AttMAN. We do not have that right now, sir. We will try to 
find out for you. 

Mr. Harris. If you can obtain it and provide it for the record I 
would appreciate it. 

I have endeavored to get some information as to the number of 
people classified in the indigent groups. I do not believe I have had 
that yet. 

Dr. Auman. Dr. Howard will endeavor to get that when he gets 
back to Chicago. 

Mr. Harris. I also would like to have for the record the percentage 
of the so-called indigent group who can, or do, carry some form of 
insurance. 

Dr. ALLMAN. Yes, sir. 

Mr. Harris. I suppose that can be obtained through your organiza- 
tion or the Social Security Administration or such other public-health 
units as might be available to you. 

Dr. AttMan. We will endeavor to get that for you, sir. 

Mr. Harris. As a matter of principle, do you know of any program 
of voluntary insurance, as we referred to it here today, which could 
be expanded to take care of the class of people who are unable to 
purchase insurance, or the indigent class referred to 

Dr. ALLMAN. No, sir; I do not. 

Mr. Harris. As I have observed during the course of these hearings, 
there seems to be and properly so, a great deal of feeling and sympathy 
for the class of people of this country in the lower-income groups who 
are unable to acquire medical insurance, or who are unable to meet 
the expense of some unusual or typical experience brought about by 
illness, 

You have mentioned the study of your organization in the field of 
yublic health. Have there been any studies or experiments conducted 
you or your organization, or in cooperation with voluntary insur- 
ance programs, as to how this group of people might be are 

Dr. Atuman. Yes. Part of it I mentioned in my statement, sir. 
There are experiments going on along those lines in our own State of 
New Jersey, the Newark City plan which is a plan which takes care 
of the indigents in a comparatively adequate manner. 

The council on medical service is endeavoring to further stimulate 
that and similar plans throughout the other parts of the country and 
are sending out literature, as I mentioned in my statement, after 
studies, to the various State and county societies in the hope of en- 
couraging them to set up some such plan to take care of the indigents, 
which is where we think they can be taken care of on the local, county, 
and State levels. 

Mr. Harris. From your study, if you have been able to make a 
determination, what is the minimum salary of the average family 
which would permit them to participate in the medical insurance field ¢ 

Dr. AutMaNn. That is pretty hard to answer. 

Mr. Harris. I realize it is, but it is really getting down to the crux 
of this ee here which we are told makes some kind of a program 
of this kind rather mandatory. 


Dr. Auman. I don’t know as you can just put it down to salary, 
Mr. Harris. Some people earn a comparatively small salary who can 
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budget enough to pay for insurance. There are others with a much 
larger salary who would rather budget for a television. 

Mr. Harris. It all gets down to the usual point that it is up to the 
individual. Is that right? 

Dr. Attman. That is right. 

Mr. Harris. I believe that is all, Mr. Chairman. 

The Cuarrman. Mr. Hale? 

Mr. Hatz. The American Medical Association is entirely cordial] 
to these group health insurance programs, assuming that they are 
honestly conducted. Is that right? 

Dr. Atuman. Yes, sir. 

Mr. Hate. Has that always been the case? 

Dr. Atiman. Are you referring to Blue Shield, Blue Cross, and the 
commercial companies ? 

Mr. Hate. Yes. 

Dr. AttmaNn. Yes, sir. 

Mr. Hare. Blue Shield and Blue Cross types of organizations? 

Dr. Atrman. Yes. I think they have always met with our favor. 

Mr. Hare. Had they ever met with lack of cordiality from your 
organization when they were getting under way ? 

Dr. Atpman, That is before my time. 

Dr. Howarp. In 1933 the house of delegates of the American Med- 
ical Association considered the various aspects of contract practice 
and the voluntary health insurance movement as it existed at that 
time. They laid down certain principles for the successful operation 
of plans. 

They have never opposed voluntary health insurance, either Blue 
Cross or Blue Shield. Only during that year did they question some 
of the potentialities of improperly conducted plans, but they have 
throughout their history, ever since that time, strongly supported 
voluntary health insurance of any kind. 

Mr. Hatz. Were the “principles” laid down by the AMA in 1933 
modified by subsequent action of the association ? 

Dr. Howarp. No. They simply raised certain issues and certain 
questions which they thought should be answered. 

Mr. Hatz. In other words, the AMA defined certain standards or 
certain methods which they thought the Group Health Insurance 
Association should follow ? 

Dr. Howarp. Should follow in order to provide the best protection 
possible for the people and the best quality of medical care. 

Mr. Hate. Those standards have been adhered to by the association ; 
is that correct ? 

Dr. Howarp. It has changed, reviewed and promoted various stand- 
ards ever since that time. There are many different reviews by the 
association of the entire movement, but the council of medical service 
itself, a branch of the AMA, has established certain standards and 
has reviewed those standards as the years have passed. 

Mr. Hatz. This is what I would like to know, Dr. Allman: Does 
the American Medical Association believe that the whole health prob- 
lem of the medically indigent in this country can be solved simply by 
the ordinary process of evolution of these group health insurance 
programs without any intervention whatever on the part of the Fed- 
eral Government? 








306 HEALTH REINSURANCE LEGISLATION 


Dr. ALLMAN. We feel that it can be solved without any intervention 
on the part of the Federal Government. We do not think that the 
indigent can be solved by Blue Cross and Blue Shield plans. 

Mr. Hare. What constructive program does the American Medical 
Association advocate to meet the needs of this medically indigent 
group which undoubtedly exists? You don’t question its existence, 
do you? 

Dr. Aurman. Oh, no; nor do we admit that we are not doing lots 
for them. Our council of medical service, which has been referred 
to, constantly is making studies. As I stated in my statement they 
are sending out to various county and State organizations plans they 
have seen at other places, and I guess which they can adopt locally 
to improve this condition. One notable one I mention is the Newar 
plan of New Jersey where the city of Newark, in a very satisfactory 
manner, apparently to all concerned, on a city level adequately takes 
care of their indigent, and the patient is very well satisfied, the doctor 
is satisfied, and the city atuhorities are satisfied. 

Plans like that constantly are being studied throughout the country 
by our council on medical service and the knowledge they gain is being 
sent throughout the country in an effort to improve the status of the 
medically indigent. 

Mr. Hate. Do you think, in other words, that the problem of the 
medically indigent can be solved at the local level, that is to say the 
city and the town ¢ 

Dr. Attman. I do; yes, sir, and State level. 

Mr. Hate. There are members of this committee, I am sure, Dr. 
Allman, who are very reluctant to put the Federal Government into 
any field where it can possibly be kept out, but at the same time I am 
sure the committee is highly conscious of the existence of this problem 
and it is going to work toward a solution to the best of its ability, even 
if that solution does involve some activity on the part of the Federal 
Government. 

Dr. Attman. We do not think that that is the way to solve it. 

Mr. Hare. You think that the Federal Government should keep 
hands off as far as the medically indigent are concerned ¢ 

Dr. Attman. Yes, sir. 

Mr. Hatz. Are you opposed to the program, is the American Medi- 
cal Association opposed to the grants-in-aid, by the Federal Govern- 
ment to the State governments for cancer, heart disease, and other 
types of grave illness? 

Dr. ALLMAN. Two weeks ago I think it was when I came down here 
1 testified to that matter, if you will recall. We are not opposed as 
such to grants-in-aid to States with certain limitations as brought 
forth in that testimony. 

Mr. Hare. You are not opposed to it. Are there any present activi- 
ties of the Surgeon General and the Surgeon General’s Office which 
the American Medical Association opposes? 

Dr. AtrMaN. That is a pretty broad question, sir. 

Mr. Hate. It is an extremely interesting one to me. You see what 
I want, Doctor. I want to get, as far as I can, the philosophy of the 
American Medical Association because it is a matter of great interest 
to the country. The American Medical Association represents the 
medical profession just as the American Bar Association represents its 





=a wt mt ae Oo 





HEALTH REINSURANCE LEGISLATION 307 


profession. Its opinions carry an enormous influence with the people 
which the profession serves, which means everybody, because there 
isn’t a human being in the United States who is not affected by the 
doctor and what the doctor can do or will do in one way or another. 

Dr. AutmaNn. As I said before, sir, it is covered to some extent in 
my statement wherein I say what we are doing on the national AMA 
level to try to improve these conditions, and, secondly, this bill that 
we are here discussing today does nothing for these people we are 
now talking about. It does nothing for the indigent group. 

Mr. Haz. I understand that, but I still would like to get more of 
the basic philosophy of the American Medical Association on this 
whole subject. As you know, the American Medical Association has 
been bitterly criticized in many quarters, and criticized unjustly, that 
ought to be made widely known ¢ 

Dr. Attman. Everybody who does anything gets criticized. Dr. 
Walter Martin about a month ago presented in detail our positive 
program. It was rather lengthy but he did present it. We will be 
glad to supply you with copies of what our positive program along 
those lines consists of. I don’t happen to have one with me now, 
but Dr. Martin did present many of the things that the AMA is doing 
along these lines for the betterment of this care. As I mentioned, our 
council on medical service is making thorough studies into it and 
we are doing things as rapidly as we think is consistent with good 
management to improve these conditions. We are thoroughly cog- 
nizant of the fact that there are many people who cannot afford to 
pay for their medical care, and we are making every effort in a 
methodical way to improve that condition. 

Mr. Hare. Do you think that the State governments ought to be 
doing more for the medically indigent ? 

Dr. Attman. I think they should, yes. 

Mr. Haute. What do you think they should be doing? 

Dr. ALLMAN. Well, the first thing would probably be better organi- 
zation along those lines. The second thing would be the appropria- 
tion of money, of course, which is necessary. The third thing the 
collaboration with the doctors in these various communities to set 
up some mechanism whereby this will work the same as we have set it 
up in the city of Newark. 

Mr. Hare. You do think that the State governments are making 
inadequate appropriations for public health, then? 

Dr. Attman. It would appear that way. I wouldn’t want to say 
offhand they are making inadequate appropriation but it would so 
appear. 

fr. Hate. You would not condemn each individual State? 

Dr. Attman. No. 

Mr. Hare. But overall you think they are not doing enough? 

Dr. Atuman. Money usually makes the mare go and the mare 
doesn’t seem to be going as fast as we would like it to, so I assume 
that is one of the reasons. There are many factors which enter into it. 

Mr. Hare. Just what do you think the field of the State govern- 
ment is in connection with medical indigents ? 

Dr. Auttman. I feel the State government should cooperate with 
the county and local government in setting up whatever form of 
mechanism is necessary to take care of these medically indigent. In 
some places it may be necessary for the State to do nothing. Again 
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I refer to the city of Newark, which handles their problem without 
any State aid. In other localities it may be necessary for the State 
to participate, financially and otherwise. 

Mr. Hater. If legislation involving reinsurance were proposed at 
the State level, would you be opposed to that ? 

Dr. Attman. Yes, sir. I think there is no need for it on a State 
level any more than there is on a national level. 

Mr. Hate. In other words, this idea of reinsurance is the thing to 
which you are opposed ? 

Dr. Artman. Federal reinsurance we are definitely opposed to. 
The other we do not feel is a necessity. We feel that the private 
enterprise of insurance is well able to reinsure their own risks. 

Mr. Hare. You would be equally opposed to State reinsurance ? 

Dr. Attman. Maybe not equally, but we do not see the necessity of 
it is what I said. 

Mr. Hae. You are wholly opposed to Federal reinsurance and 
somewhat opposed to State reinsurance. Is that a fair statement? 

Dr. Autman. Yes, that is a fair statement. 

The Cuarrman. Mr. Rogers? 

Mr. Rogers. Is this reinsurance just merely a plan for distributing 
the risk of all the insurance? 

Dr. Atrman. Yes, sir. 

Mr. Rogers. The provision of this bill would not provide any 
benefits of health insurance to increase the risk which the insurance 
companies have before they will insure a man for health protection, 
would it? 

Dr, Autman. I didn’t quite get the question. 

Mr. Rocers. This reinsurance plan does not weaken the require- 
ments that a man must come up to in order to obtain insurance, does 
it? 

Dr. Arrman. Not the individual; no. 

Mr. Rocrers. Do you understand what I mean? 

Dr. Attman. Yes. No, not the individual. 

Mr. Rogers. It doesn’t provide any help for the indigent? 

Dr. Atutman. That is right. 

Mr. Rocers. It does not provide help for those who can carry 
insurance ? 

Dr. Attman. That is right. 

Mr. Rocers. And it doesn’t provide any help for those who do not 
come up to the standards for writing insurance? 

Dr. Atuaan. That is correct. 

Mr. Rocers. Then if it doesn’t do that, which should be the purpose 
of the bill, would you consider this $25 million fund more or less 
as a subsidy for the insurance companies rather than helping those 
who should be aided? 

Dr. ArumAn. That is what we are afraid it will become, a subsidy; 
yes, sir. 

Mr. Rogers. How could you interpret it otherwise if it doesn’t 
extend these benefits? 

Dr. Attman. Yon cannot. 

Mr. Rocrrs. That would be the ultimate result, would it not? 

Dr. Aritman. Yes, sir; that is our feeling in the matter. 

Mr. Rogers. That is all. 

The CratrmMan. Further questions? 
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Mr. Beamer. Dr. Allman, I listened to your statement intently. 
I gathered that you agree there are three groups of people involv ed : 

No. 1, shall we say the public; No. 2, the insurance companies; No. 
3, the medical profession. 

Dr. Arrman, Yes, sir. 

Mr. Beamer. I was wondering if perhaps we have not permitted 
ourselves to confuse the issue. 

After all, it is an insurance problem, but it affects the other two 
groups very much. 

Dr. AttmMan. That is right. 

Mr. Beamer. I take it that is the reason you gave quotations from 
Mr. Faulkner and Mr. Miller, that you understood those two men to 
be testifying in behalf of the insurance companies, and I presume 
your statement meant that you agreed in substance with their remarks / 

Dr. Autman. That is correct. 

Mr. Beamer. So far as insurance is concerned ¢ 

Dr. Atuman . We do. 

Mr. Beamer. I am wondering whether or not probably two things 
would have to follow if there is a $25 million fund set up as a beginner, 
and it is only a beginner. It will be either 1 of 2 things, either self- 
supporting or a subsidy. Do you think that is true ¢ 

Dr. Autman. I think that is true. 

Mr. Beamer. Suppose it is not self-supporting. Is it possible to 
see that this Government’s reinsurance would introduce nothing into 
this business except to sell something below cost ¢ 

Dr. Arpman. That is correct. 

Mr. Beamer. If that happens is it conceivable that we might be los- 
ing $25 million, or whatever the sum would be? 

Dr. Attman. It is. 

Mr. Beamer. I am asking questions which perhaps should be asked 
the insurance people—— 

Dr. Attman. But that is our feeling in the matter. You will lose 
the $25 million plus the cost of operating the scheme. 

Mr. Beamer. And in addition it might put the Federal Government 
into the insurance business. Could you conceive of that possibility ¢ 

Dr. ALLMAN. We very definitely can. 

Mr. Beamer. May I ask this question: Do you think we are confus- 
ing welfare with reinsurance? We are talking about indigents, and I 
believe we all want to take care of them; but people who are unable 
physically and financially to take care of catastrophic losses, is that 
a welfare or a reinsurance problem / 

Dr. Autman. That is a welfare problem which doesn’t enter into 
this bill at all. 

Mr. Beamer. You think probably the committee or the people in the 
country might be a little confused on the issue, that, after all, we want 
to take care of them and that is another problem—another problem 
perhaps removed quite a bit from this? 

Dr. Artman. That is correct. 

Mr. Beamer. Then in that case I gather from your remarks that you 
do not believe there is any special need for reinsurance beyond the ca 
pacity of the private insurance companies to do the job themselves ? 

Dr. AtuMan. Yes, sir. 

Mr. Beamer. I think your association is to be commended on your 
attitude because you have tried to emphasize, I think, that it is an in- 
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surance-company problem. You are willing to participate and I 
think the doctors as a whole have shown a readiness, as your associate 
has indicated, ever since 1933, shown a willingness to cooperate in 
these movements. 

Do you think there might be a possibility that there would be Gov- 
ernment regulation of rates eventually if this program were put into 
effect ? 

Dr. AttmMan. We feel it is a probability rather than a possibility. 

Mr. Beamer. You think probably it would follow? 

Dr. AtupMaNn. Yes, sir. 

Mr. Beamer. I take it another concern you expressed was the fact it 
gives considerable authority to the Administrator in the Health, Ed- 
ucation, and Welfare Department ? 

Dr. Aruman. That is correct. 

Mr. Beamer. If that provision of the legislation as ame pro- 
posed were amended or changed to modify that point, bring the con- 
trol on a State level or in some other group, perhaps of doctors or 
groups of people interested in public health, do you think that might 
lessen the objection to the bill? 

Dr. Artman. It would lessen them probably insofar as that portion 
of it was concerned. Of course, we would like to see that in writing 
before we give a definite opinion but it sounds as though it might be 
a right step. 

Mr. Beamer. In other words, if we want to make this bill practical 
and helpful there might be some changes which could be made to meet 
the approval of the American Medical Association and it might be 
acceptable ¢ 

Dr. Attman. We can tell better when we see it. 

Mr. Beamer. That is a very good answer. 

Dr. Atnman. Dr. Martin said we don’t want to buy a pig in a poke 
until we know what kind of a pig it will be. 

Mr. Bramer. We don’t want any boogies around but at the same 
time it appears, you feel, it might be an entering wedge for socialized 
medicine. 

Dr. Aruman. I said the bill leaves so much to the discretion of the 
Secretary that it is difficult to say. However, there is no question 
but what the bill might be implemented in such a way as to become 
the entering wedge, or the opening wedge. . 

Mr. Beamer. I noticed in your next to the last paragraph you say 
it would inhibit the satisfactory progress now being made by the in- 
surance companies in the direction, I presume, of reinsurance on their 
own accord ¢ é 

Dr. Atuman. That is right. We think they are doing a splendid 
job and the statistics will show they have made rapid advances in 
the last few years and the curve continues to show that advance. 

Mr. Bramer. Mr. Harris referred to the problems of 60 million 
people still uninsured. 

Dr. AttmMan. Yes, sir. 

Mr. Beamer. I am wondering whether or not if the insurance com- 
panies were permitted to expand their program as they have done so 
adequately and so well in the last few years, perhaps they will be 
taking in a large percentage of that 60 million which is presently 
uncovered, and the remainder might have to be cared for by welfare. 
Do you think that is a safe assumption. 
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Dr. Attman. Depending on what classification these 60 million fall 
in. That would depend on how many they can absorb. As the idea 
of health insurance becomes better known, I am satisfied many of these 
60 million will decide to take it out who have not yet been convinced. 
These 60 million will in all probability be reduced to very much 
smaller numbers. 

Mr. Beamer. I dislike to repeat but I wonder if we ought not be 
careful not to confuse a welfare problem with an insurance program. 
It might be well to put it on a welfare basis for those who are unable 
to get needed insurance through local welfare units. Insurance can 
be brought up too high for those who now have it. That is just a 
personal observation. 

That is all, Mr. Chairman. 

The Cuarmman. Mr. Thornberry ? 

Mr. THorNeerry. Doctor, I have heard a good deal of discussion 
here about the problem of the indigents. Is it true that the purpose of 
this bill is not to take care of the medically indigent. The sponsors 
of this bill agree that is not the purpose of the bill ¢ 

Dr. AtpMaNn. That is right. 

Mr. THornperry. The purpose of this bill is to encourage a devel- 
opment in the field of voluntary health insurance where more people 
who are able to pay for it would receive better coverage. I think 
sometimes it is well for us to be sure we are not confusing that. 

Mr. Harris. And further is it not also the stated purpose to expand 
the program where more people may be able to participate ? 

Mr. THornperry. That is right; yes, sir. You mean may be able 
finacially to pay for it? 

Mr. Harris, That is right. 

Mr. THornperry. That is right. We had a statement by the spon- 
sors who state that the rates might be reduced. 

Doctor, I want to be sure that I understand about the opposition of 
the American Medical Association to this bill. Mr. Beamer said 
something about rewriting this bill. Do I understand you to say that 
it might be possible for the committee to rewrite this bill insofar as 
delegation of authority to the Secretary of Health, Education, and 
Welfare is concerned where the opposition would be removed ? 

Dr. AtnMan. No, I didn’t say that. I said that might remove some 
of it. 

Mr. THornperry. How much? You said you were opposed to it 
because it put the Federal Government into the field. I would have 
assumed from that statement that we couldn’t write the bill in any 
way where it would remove the opposition. Now you say that if we 
changed the delegation of authority to the Secretary it would remove 
part of the Sppesiion, 

Is it possible that you would agree that the Federal Government 
should be in this field ? 

Dr. ALLMAN. No. 

Mr. THorneerry. Then I take it from that that you could not 
rewrite the section of the delegation of authority where it would 
remove opposition to the bill. 

Dr. AtLMAN. Not to the bill, no. You might remove the objection 
to that part of it. I think I so expressed it. You would not remove 
objection to the bill, however. We are opposed to the Federal Gov- 
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ernment entering into the insurance field which we feel is adequately 
being taken care of under private auspices. 

Mr. THornperry. That is all, Mr. Chairman. 

The Cuamman. Further questions, gentlemen ‘ 

Mr. Youncer. Doctor, you referred to the Newark plan. 

Dr. AttMaNn. Yes, sir. 

Mr. Youneer. Is it your feeling that all the communities are able 
on a community level to take care of the indigent’s medical needs ? 

Dr. At~tMaN. I think a way could be worked out where they could 
either on a community level or on a county level or possibly with some 
slight State aid take care of them all, yes. 

Mr. Youncer. In other words, you would say that it is the feeling 
of the AMA that that care can 

Dr. Attman. Should and could be given. 

Mr. Youncer. Not beyond the State level ¢ 

Dr. Attman. That is correct; yes, sir. Dr. Howard says it has to 
be improved. We know it has to be improved, of course. 

Mr. Youncer. What has to be improved? 

Dr. AttMAN. The care they are now getting, method of administer- 
ing the care. It can be done and we are working toward that end. 
That is the care that can and should be given on a State level. 

Have I confused you? 

Mr. Younger. I do not gather exactly what you might mean by 
the care. You mean the administration of the care by the city or the 
county ¢ 

Dr. Arnman. That is correct. : 

Mr. Youncrr. Not by the type of doctors they may have? 

Dr. AttmaNn. No, by the political body, city, county and so on. 

Mr. Youncer. If they operate carefully it can be done and all the 
indigent can be taken care of not beyond the State level ? 

Dr. ArtpMan. That is all, Mr. Chairman. 

The Cuarrman. Further questions, gentlemen ? 

(No response.) 

The Cuatrman. Doctor, I would like to ask a few questions. 

Your statement leaves no doubt that the AMA is opposed to this 
bill. Are there any features which could be eliminated or which could 
be added to it which would incline the AMA to give a favorable 
opinion ¢ 

Dr. Artman. Of course the feature you would have to eliminate, 
I think, to get AMA approval, would be the Federal reinsurance, and 
when you eliminate that you eliminate the bill. 

I don’t mean to be facetious, but we are, as I say, opposed to Fed- 
eral reinsurance. 

The Cuarrman. Are you opposed to Blue Cross? 

Dr. Atrmman. No, sir. 

The Cuarrman. Are you opposed to the coverage now given under 
Blue Cross? 

Dr. Aruman. No. 

The Cuarman. Are you opposed to Blue Shield? 

Dr. Atrman. No, sir. 

The Cuarrman. Are you opposed to the coverage it now gives? 

Dr. Arrman. No, sir. 

The Cuarrman. Would you be opposed to Blue Cross if it increased 
its coverage ¢ 
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Dr. Aruman. No, sir. 

The Cuatrman. Would you be opposed to Blue Shield if it increased 
its coverage ? 

Dr. AttMAN. No, sir. 

The Cuatrman. Assuming, then, that increased coverage is neces- 
sary or advisable but the insurance companies, the Blue Cross or the 
Blue Shield, are not willing to extend their coverage. Do you think 
any incentive should be given by Federal Government for them to 
do so? 

Dr. Arrman. I don’t think the need for incentive can be shown. 
The phenomenal development they have made in the last few years 
shows that they have their own private incentive, and I do not believe 
that any monetary incentive that the Government could give them 
would be able to accelerate that. 

The CHairman. Assuming that, in the opinion of the committee, 
facts had been brought out that did indicate that necessity. Would 
your organization be opposed ? 

Dr. Attpman. Yes; we do not like Federal reinsurance of private 
enterprise. 

The CHarrman. So that although you approve the principle of 
Blue Cross, and would approve of it if the coverage should be in- 
creased 

Dr. ArumMan. On a sound basis. 

The Cuarrman. Yet, if the Blue Cross, because of lack of experi- 
ence, lack of facts, lack of actuarial costs, would hesitate to increase its 
coverage into a field that it does not now cover, you would still oppose 
that? You would oppose assistance by the Federal Government in 
guaranteeing any possible loss? 

Dr. Annan. Yes. 

The CHarrman. What is wrong with the principle of insurance 
(hat causes your organization to be opposed to it on principle? What 
is the principle that is involved ¢ 

Dr. Aupman, The principle involved, sir, is where Federal moneys 
go Federal control usually follows. We feel that the outstanding 
success that these private concerns have made, and the fact that they 
are apparently not in need of or asking for such subsidy, if I may use 
that term, leads us to feel that we had much better make progress 
just a little slowly but a little more surely than might happen under 
uny Federal reinsurance plan. 

The Cuarrman. Notwithstanding the fact that there may be a large 
segment of our population that is in need of the additional coverage 
you would still say let us go slow and let the people who have the 
need of it go without it? 

Dr. Artman. I do not think that this Federal reinsurance will 
accelerate things any. I am afraid that is a delusion and I do not 
think it will accelerate the rate at which these companies are going. 

The Cuarman. Would you favor it if you did think it would 
accelerate it? 

Dr. AnuMAN. From a humanitarian standpoint; ye 

The Cratrman. From an AMA standpoint ? 

Dr. Artman. We are humanitarians, too, at the AMA. 

The Crarrman. I appreciate that. That is why I am trying to 
make your answer applicable to what the AMA is. 
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Dr. Attman. If it is sound and if it would not do the things we 
are afraid that it will do, we would have no objection to it, but we 
still do not see the need and we still are afraid it will be the opening 
wedge to something which might lead much further. 

The Cuamman. What is the « opening wedge that you think it might 
lead to? 

Dr. Atuman. Eventually what is called socialized medicine. 

The Cuarrman. What is your definition of “socialized medicine”? 

Dr. Attman. Briefly it is Government-controlled medicine. 

The Cuarrman. What is there in reinsurance which would bring 
about Government control of medicine? 

Dr. Autman. The Government control first of the insurance 
carriers, which would eventually percolate down to the men rendering 
the care. Blue Shield, of course, is only as good as the doctors who 
render the service. When the Government controls the Blue Shield 
they will soon, we are afraid, control the doctors, which in turn would 
work to the detriment of the patient. 

The Cuatrman. You are of the opinion that if reinsurance were 
adopted as a principle that it would eventually lead to control of the 
practice of medicine, and therefore it would eventually lead to social- 
ized medicine ? 

Dr. Attman. That is a possibility in our opinion. 

The Cuarrman. I certainly would like to have somebody show me 
the path by which that would happen. 

Dr. AutMaNn. Through subsidy, asI say. It is a question of money. 
When Federal moneys become involv ed Federal control follows. 

The Cuarman. Is it socialized medicine when a local community 
takes care of the indigent ? 

Dr. AttMaAN. No. 

The CuHamrmMan. Where does it cease to be socialized medicine and 
where does it become socialized medicine ? 

Dr. ALLMAN. When the practice of medicine is controlled by Gov- 
ernment and the Government renders the service. 

The Cuarrman. If the State reinsured it would not lead to social- 
ized medicine in your opinion, if it were the State instead of the 
Federal Government ? 

Dr. ALLMAN. We are not advocating State reinsurance either, sir. 

The Cuatrman, I am trying to figure out where we get out of what 
is not socialized medicine. 

Dr. Attman. When you get into the Federal Government we are 
afraid that is where it happens. 

The CuatrMAN, You say it is not socialized medicine when a local 
community provides a doctor for an indigent person, but it would 
tend to socialize medicine if the Federal Government reinsured an 
insurance company. I just can’t see how one follows from the other, 

Dr. AutmMaNn. Did you have a question, sir?’ I thought it was a 
statement. 

The Cuatrman. I had indicated I was not able to see how one fel- 
lows the other. I was hopeful you would set me straight. 

Dr. Attman. I thought you just made a statement, sir, and didn’t 
think it needed an answer. I don’t know how to explain it any fur- 
ther than I have, sir. 
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The Cuamman. Let us see if we understand one another. Medi- 
cine that is provided by a county, State, or any local community, to 
an indigent person, is not socialized medicine ¢ 

Dr. AttMaNn. Not under proper circumstances. 

The Cuamman, As presently operating it is not socialized medi- 
cine ¢ 

Dr. ALLMAN. That is correct. 

The Cuarmman. If instead of the t ar paying the bill there 
is an insured group they will pay the bill. That is not socialized 
medicine, is it? 

Dr. AtimMAN. Insurance company will not pay the bill for any in- 
digent person. 

The CuamrMan. I said where an insurance company will pay the 
bill for a member or a subscriber to that company or that group, that 
is not socialized medicine, is it? 

Dr. Atpman. No. That is free enterprise. 

The Cuarrman. Then why would it be socialized medicine, or why 
would it tend to socialize medicine, if the Federal Government backed 
the insurance company to make certain that the individual got what 
he wanted and the company would not fail financially in giving it 
to him ¢ 

Dr. ALLMAN. I think you know the answer, but the reason is that 
after the Federal Government started giving these insurance companies 
money, when it got to be a certain amount the Federal Government 
would start to have some control of the insurance companies, and 
then in turn it would go down to the control of the doctor, patient and 
everybody else, and that would be socialized medicine. It is the Fed- 
eral control we are afraid of in this bill, because it leaves so much to 
the discretion of the Secretary that it is difficult to say that this would 
not be the way of getting socialized medicine by Federal subsidy. 

The Cuatman. If we wrote into the bill the specific standards for 
reinsurance rather than leaving it to the discretion of the Secretary, 
would that eliminate the socialized medicine feature ? 

Dr. AuuMan. That would obviate, as I said, one of the objectionable 
features, but this is a reinsurance bill by the Federal Government to 
which we are opposed, and for which we see no need. 

The Cuarman. You have indicated that there is no need because, 
using your words, of the already extensive reinsurance facilities 
available. Would you tell me what justification there is for the state- 
ment “already extensive reinsurance facilities” ? 

Dr. AttMan. The statements made by competent insurance men to 
that. effect. 

The Crarrman. You are basing it upon somebody else’s testimony 
‘ather than on the information that the AMA has, then? 

Dr. ALLMAN. We have that information from them to that effect. 

The CuarMan. I would be very glad if the AMA would reinform 
us and give us justification for the statement “already extensive re- 
insurance facilities.” It has not appeared to us as yet. 

Dr. AttmMAN. We have had insurance men tell us at our joint meet- 
ings that they had ample reinsurance facilities. 

The Cuarrman. Did they participate in the meeting held in Chicago 
a few days ago? 

Dr. ALLMAN. We called them in. 
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The Cuarrman. And lay the basis for this statement you have made 
this morning? 

Dr. Atuman. We called them in for advice. We called various dif- 
ferent people in for advice. We heard their opinions on the matter, 
and then we went into executive session and formulated our opinions. 

The CHarrman. Was your opinion formed on their dislike of it or 
because of your individual thought that it would lead to socialized 
medicine ? 

Dr. Atuman. It was formed on all of the facts we had at hand, sir. 

The Cuarrman. You have already stated the extent te which volun- 
tary group insurance is now carried. If I remember correctly I think 
vou said there were 93 million. 

Dr. Atuman. I did not use the number. 

The Cuarrman. Do you know what the number is? 

Dr. Attman. This graph would seem to show it is about 92 million 
or 93 million. 

The Cuarrman. That is what I thought. And there were about 
60 million who were not covered ? 

Dr. Autman. Yes. 

The Cuatrman. Did you have figures which would indicate that, 
notwithstanding the great number who held voluntary insurance, such 
as has been indicated, 93 million, the insurance they had only covered 
about 15 percent of the cost? 

Dr. Autman. I don’t know that I had the percentages. I probably 
heard them at that time but I don’t know that we have those per- 
centages here. 

The Cratrman. It is my recollection we heard it covers only 15 
percent of the cost so that the large number who have it is all out of 
proportion to the part of the cost that it covers. 

Dr. Aruman. I think Dr. Howard can answer that if he may. 

The Cuarmman. Very well. 

Dr. Howarp. The 15 percent figure which has been used applies 
to the total cost of medical and hospital care, not to the cost of medical 
and hospital care that is insured a totally inappropriate figure be- 
cause it does not apply to the cost that is insured. Tt applies to the 
total medical and hospital cost. : 

The CuarrmMan. What would you give to be the total figure? 

Dr. Howarp. I don’t know that. 

The CHarrman. Have you any available source of information 
which would enable us to have that information ? 

Dr. Howarp. Yes, we do. We would be glad to provide that 
information. 

The Cuatrman. It would be a very interesting matter. 

Yesterday I listened with a great deal of interest to a forum which 
was conducted by the Chicago Roundtable in which some very out- 
standing men in the field of health carried on a = discussion among 
themselves. Did you have the opportunity of hearing that? 

Dr. Atuman. I didn’t, sir. 

The Cuarrman. It contained some very worthwhile information, 
and I feel certain that when I have it before me in detail it will con- 
firm what I have just said about the cost. 

However, if the cost is on a different basis from what you think 
it should be, then I would be pleased for you to give us the figures 
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that you think justify the statements wou have made this morning, 
Dr. Howard. 

Dr. Howarp. Very well. 

The Cuarrman. In your statement you stated that 15 studies have 
been made to date and 5 more will be completed this summer. Are 
those 15 studies available to this committee / 

Dr. ALLMAN. Yes, sir. 

The CHarMan. We would appreciate— 

Dr. AutMan. Ten are available. The rest are in the process. 

The Cuarmman. Whenever they are available we would appreciate 
having them for the benefit of the committee. 

Dr. AttMAN. The committee already has them, I understand, and 
they are in your hands. 

The Cuatrman. Have they been made part of our record, Dr. 
Wilson ? 

Dr. Witson. Yes, sir. 

The CHairman. Very well. 

Who supplied them for our record ? 

Dr. AttmMan. They were supplied to the committee staff, the 10 of 
them which have been published. 

The CuairmMan. Doctor, it has been very clearly demonstrated to 
this committee that there are a great number who. are not covered 
by insurance—there are the indigent, to which considerable reference 
has been made: there are those who are self-employed; there are 
those who are chronically ill, and I might go on and enumerate many 
groups that are not covered. 

Does the AMA have any plan which it could offer to this committee 
which would enable those groups to have adequate insurance ? 

Dr. Autman. The AMA has ideas about how many of them could 
be insured, and Dr. Martin in his testimony covered that ground 
completely. 

Of course, there are some who never can be insured under any cir- 
cumstances, and that is the indigent again because they just can’t buy 
insurance, but they can receive adequate medical care and attention 
if developed properly along State and local lines. 

The CuatrMan. Would you agree with a suggestion made by one of 
our witnesses a day or two ago that there should be a Federal sales 
tax to cover the cost of insurance for indigent persons? 

Dr. Attman. We have not had time to consider that statement or 
give an opinion on it. 

The CuHatrMan. Does the AMA have any plan which would encour- 
age insurance companies to extend their field of activity beyond that 
which they now think would be sound ¢ 

Dr. Atuman. I don’t think the AMA has any plan. That is not 
our field. 

The Cuamman. What I am trying to get at, Doctor, is this: This 
bill comes before us after considerable thought on the part of people 
from the Department of Health, Education, and Welfare. They have 
had consultation with those in the field of insurance, and it is offered 
to the Congress. This committee holds hearings to determine whether 
it is a good, bad, or indifferent thing, whether it should be taken as 
offered, whether it should be amended, and so on. 

This is an effort to meet a situation which is recognized to exist. 
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What I am asking is this: Does the AMA have any substitute bill 
for that which we have before us? It is very easy to criticize; it is 
very difficult sometimes to be constructive. Some of the witnesses 
who have come before us have just criticized. Some have helped by 
making constructive suggestions. ; 

What this committee would like to have are constructive criticisms 
upon the part of those who say this bill will not do. It is natural for 
us to ask, then, what kind of a bill will do. 

Is there any statement of principles upon which a bill can be drawn 
instead of this bill which can be offered by the AMA? 

Dr. Attman. The AMA is not here to criticize, sir. We come here 
to try to be of help, the same as everyone else does. 

The AMA has no bill to offer in place of this bill because we do 
not think you need any. We do not think you need this bill and we 
do not think you need a substitute bill. 

We think the record is shown by this graph of private health and 
accident insurance. We think that is an enviable record. We think if 
they are let alone, with perhaps some slight prodding, that this fine 
record of theirs will continue so that we see, as I say in my statement, 
no need for any such bill, and, therefore, we have no substitute bill. 
We think just leaving private enterprise alone would be well. It is 
doing a good job. 

The CHatrman. Do you see any difference in principle betwen this 
and that which underlies Federal deposit insurance ? 

Dr. Attman. I don’t know enough about Federal deposit insurance. 

Mr. Cuarrman. You know the underlying purpose of it is to insure 
bank deposits against loss up to $10,000 by Federal guaranty. Is that 
any different than the Federal Government’s guaranteeing against the 
loss which might come from insurance of the type we speak ¢ 

Dr. Atiman. I don’t think I am qualified to answer that, sir. That 
is an insurance man’s problem. I wouldn’t attempt to answer it. 

Mr. Cuarrman. In other words, you do not feel you are qualified 
to speak on that ? 

Dr. Attman. That is correct. 

Mr. Cuarrman. May I say in that connection that that is Federal 
insurance but it didn’t lead to socialized banking. 

What about the RFC making loans? Is that principle the same in 
general as this bill is in its objectives? 

Dr. Attman. I don’t know enough about it, sir. 

The Cuarrman. I have to comment on my own. I don’t think RFC 
has ever led to socialized industry because it was helpful to them. 

If I remember correctly, during the war, because the insurance com- 
panies did not cover our men in service, national insurance was pro- 
vided. Would that be considered socialized insurance? 

Dr. Attman. That was life insurance, as I recall it. It was a 
straight life policy, wasn’t it? I am not an insurance man and don’t 
know enough about it. 

The CHarrman. Do you have to be an insurance man or a banker 
or a businessman to determine whether the principle is socialistic or 
not? If so, it has not been harmful to the country in my opinion. 

I will not press that any further. 

We appreciate your attendance. 

I would like to ask other questions but it is time for the House to 
meet, 
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I have here questions I have submitted to other witnesses asking 
them to give their answers for the record. 

Rather than to ask them to answer off the cuff, so to speak, I will 
leave them with the witnesses for their more mature thought and this 
can be made an extension of their remarks. 

I will give such a set to you. There are 10 in number, and we will 
be pleased to have answers if you care to give them to us. 

The other set I am giving to you is a contrast between the bill which 
I introduced in the early part of this session, known as H. R. 6949, 
which was a bill which I originally introduced back in 1950, so that 
medical groups might have the opportunity of studying it and making 
replies. What I am submitting to you is a sort of comparison between 
H. R. 6949 and H. R. 8356, both of which seek to cover the same subject, 
but do it in different ways. 

The former bill does contain many and numerous and varied stand- 
ards which are not included in H. R. 8356 so that I will give those to 
you for that purpose if you are willing to answer them. 

Dr. AttMan. We will be happy to try to answer them. 

(The following letter was later received :) 

AMERICAN MEDICAL ASSOCIATION 
Washington, D. C., April 21, 1954. 
Hon. CHARLES A. WOLVERTON, 


Chairman, House Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


DEAR CONGRESSMAN : The written questions submitted by Mr. Wolverton to Drs. 
Allman and Howard on occasion of their testimony before the House Interstate 
and Foreign Commerce Committee on H. R. 8356 on April 5, 1954, have been 
reviewed, as well as the oral requests of the committee members. 

We regret very much that we cannot furnish the requested data but have been 
advised than any insurance company will be able to do so. The desired informa- 
tion would only be available to an organization in the insurance business. 

Sincerely yours, 
F. BE. Witson. M. D., Director. 

The Cuatrman. On this subject of reinsurance, it was stated to us 
by an insurance man who was testifying that frequently one policy 
on a man’s life for $1 million, might not be acceptable to an individual 
company but it would be taken, and by the process of reinsurance 
with other companies in which each was taking a part it could be 
accomplished in that way. 

What I had in mind about this bill was this: It does not deal with an 
amount, as I have illustrated, but it does seek to cover those cases 
where there would be a larger insurance coverage given than is now 
applicable, and the dangers that might come from extending that 
coverage are to be covered by reinsurance just the same as, in this in- 
stance, the company would reinsure its million dollar life policy with 
other companies. 

I am certainly hopeful, I have not yet given up hope, that it would 
be possible for the AMA to sit down with individuals who can supply 
the information they desire, with insurance and social groups that 
recognize the necessity of some kind of insurance, so that the great 
number of our people are taken care of. The very wealthy on the 
other extreme are able to take care of themselves without insurance, 
but there is that wide expanse in between those two extremes which 
cover millions of our people who are not in a position to have the nec- 
essary insurance. 
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It is true that there is some insurance, but on the other hand it is 
very certain that the insurance which exists does not cover the situa- 
tion as fully as it should. 

Furthermore, many of these policies which are outstanding have 
been utilized in a way that is unconscionable. I am not speaking of 
Blue Cross. I am not speaking of Blue Shield. I am speaking more 
particularly of group insurance companies. 

Some of the letters we have received—and I have received hundreds 
of them—have been most pathetic in that these individuals have taken 
what they thought was insurance and found out when the occasion 
arose that they didn’t have the insurance. So there seems to me to 
be a field where we should look to the protection of the people who are 
buying up this insurance on wild and extravagant advertising. 

That is only one phase of it. In fact, the Federal Trade Commis- 
sion is making an investigation of these practices at the present time. 

There is a field where it seems to me something should be done. If 
you have the right way of bringing about a solution, we want that 
help. We would like it to be constructive and not merely say “That 
won't do.” We would like to have somebody come in and say: “We 
recognize what you are trying to do. We think this will do it in a 
better way.” 

We need all the help we can get. 

Mr. Younger? 

Mr. Younerr. Doctor, did IT understand you correctly when you 
made the statement that “we oppose Federal insurance of private 
enterprise” ? 

Dr. Atitman. Yes. 

Mr. Youncer. I do not think you want that statement to stay in the 
record. 

Dr. Attman. As it pertains to health. We are medical men and I 
am trying to limit it to that. 

Mr. Youncer. I am trying to correct the record. 

Dr. Attman. Thank you very much. 

Mr. Youncer. You made another statement there about socialized 
medicine starting in at the Federal level. I don’t think you want that 
to stand. 

Dr. Attman. I don’t recall the remark, sir. 

Mr. Youncer. You made a remark in answer to questions as to just 
where socialized medicine starts. You said it starts when the Federal 
Government takes control. 

I don’t think you want that statement to stand in the record. 

Dr. Atiman. That is correct. 

Mr. Youncer. Socialized medicine starts whether it is county or city 
that takes control of the practice of medicine, does it not? 

Dr. Attman. That is correct. 

Mr. Youncer. So you cannot say it starts just because the Federal 
Government steps into it. © 

Dr. Atrman. Thank you very much. 

Mr. Youncer. I wanted to clear the record. 

The Cuamman. You have the right, Doctor, to revise as well as to 
extend your remarks, ; : 

Members of Congress frequently find it necessary to revise their 
remarks as well as to extend them. 
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Dr. Attman. The two errors Mr. Younger called my attention to 
are correct. They are errors and I would like them changed. 

The Cuarmman. In other words, we recognize it is difficult some- 
times for a witness to answer off the cuff all the varied and numerous 
questions which come from a committee. 

Dr. Attman. Impossible, not only difficult. 

The Cuairman. That is particularly so when a witness such as you 
appears testifying for an organization as to its viewpoint. 

r. Artman. That is right. 

The Cuarrman. You enter so often into your individual viewpoint 
that there is a hesitancy to express yourself because of the fact that 
you are speaking in a delegated position. 

Dr. AtpMaANn. That is absolutely correct, sir. 

The Cuamrman. We want you to feel perfectly free to revise your 
answers or extend them as you see fit so that the committee gets your 
best judgment. 

Dr. AttmANn. That is very kind of you and I appreciate it, sir. 

The Cuarrman. Mr. Hale? 

Mr. Haz. A few minutes ago, in response to an inquiry by the 
chairman, you said something about a “slight prodding” with respect 
to the extension of group health insurance. 

Will you enlarge on that phrase a little? I would like to know 
what you mean by “slight prodding”. 

Dr. ALLMAN. I wish I could say it off the record. 

Mr. Hate. Who would do the prodding? 

Dr. Arrman. AMA will do some. I think possibly the very intro- 
duction of this bill has done some. 

I think others will join in. 

Your chairman is doing plenty. I think without the bill the matter 
will be taken care of. That is my personal opinion, incidentally. 

Mr. Hate. How do you conceive the role of the AMA as a prodding 
agency ? 

Dr. ALLMAN. We can get around and talk to our friends and people. 
I am talking personally now and not for the AMA. 

Mr. Hate. That is all right. 

Dr. ALLMAN. We have friends and we have some influence, per- 
haps, and we can make them see the light, that is that it would be 
advisable for them to get more active. It might be possible more 
acmey 

Mr. Harz. Prodding the health insurance group? 

Dr. AttMAN. Yes, extending more coverage. What this bill wants 
to do is exactly what we want done. 

Mr. Hate. In other words, you think that the individuals in the 
medical profession can by their personal influence extend health 
insurance programs ? 

Dr. ALLMAN. We think that the private insurance companies will 
endeavor to increase their coverage. They have been doing it in the 
past and I think they will continue to do it, and possibly now at a more 
accelerated rate, because of many things. 

Mr. Hare. You think that the individual doctor can and should 
aid in extending coverage of these insurance groups? 

Dr, Artman. Yes, within sound and reasonable areas, actuarially 
sound. 
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The GH4iRMAN. We thank you for your attendance here, Doctor. 
We realize it has brought about some personal inconvenience. ,We 
know the extent of your practice in Atlantic City and we appreciate 
a man with such a practice coming before this committee and giving 
us the benefit of the viewpoint of the AMA. 

Dr. ALLMAN. I would like to thank you and your committee for the 
courteous treatment we have received. 

(Whereupon, at 12:15 p. m. the committee adjourned until 10 a, m, 
Tuesday, April 6, 1954.) 
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THURSDAY, APRIL 8, 1954 


Hovsr or Representatives, 
ComMMI?TTrE ON INTERSTATE AND ForEIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 

The Cuatrman. The committee will come to order. 

This morning it is our privilege to have as our witness Dr. Paul B. 
Magnuson. 

Dr. Magnuson, we are glad to welcome you back before this com- 
mittee to give testimony on H. R. 8356. 

Dr. Magnuson needs no introduction because he is known all over 
the land, particularly for his work as Chairman of President Truman’s 
Commission on the Health Needs of the Nation which has become 
known as the Magnuson Commission. 

Before assuming the chairmanship of that important study com- 
mission, Dr. Magnuson was the Chief Medical Director of the 
Veterans’ Administration. 

It is very pleasing to me that Dr. Magnuson has received his medi- 
cal degree from the University of Pennsylvania Medical School. I 
say this with particular pride because I happen to be a graduate of 
the University of Pennsylvania. 

At the present time, Dr. Magnuson is president of the Chicago 
Rehabilitation Institute. Dr. Magnuson has devoted his life as a 
physician to serving this Nation and we are greatly honored to have 
him with us today and to have the benefit of his wise counsel in con- 
nection with the bill on which the committee is now holding hearings. 

Dr. Magnuson, you may proceed. 


STATEMENT OF DR. PAUL B. MAGNUSON, PRESIDENT OF THE 
CHICAGO REHABILITATION INSTITUTE, WASHINGTON, D. C. 


Dr. Magnuson. Thank you very much, Mr. Chairman, for asking 
me to come up here today and express my personal views on House 
bill 8356 which I have read carefully. Not having had a legal train- 
ing, however, I do not know whether I have gotten all out of it that 
I might have gotten if I had gone back and taken a course in law. 
However, I have read it from the standpoint of a doctor and a doctor 
who has practiced medicine for over 40 years in various strata of 
society, having started at the stockyards as an industrial surgeon and 
gone from there to the coal mines and then having been professor 
of surgery in a medical school and having worked in the dispensary, 
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and, also, having finally achieved having some patients who could 
afford to pay w hatev er I wanted to charge | them, which was sometimes 
very substantial. 

With that in mind and only the care of the patient and the problems 
that the doctor and the patient run into in connection with insurance, 
I would like to say that I think this bill covers the waterfront verv 
well. But to me it has a deficiency in that it is not specific enough in 
what the Congress might want to accomplish with respect to people 
being able to buy insuranee which gives them complete coverage. 

Now, as I see it, there is no way you can put a dollar-sign on how 
much people can budget for medical care. If they live in New York 
and have a family of five and have an income of $ $3,000 a year or $3,600 
a year, there is very little left over. They might be considered 
medically indigent in New York. On the other hand, if they lived 
in a small community, city or town, in one of the Southern States or 
ina farming community, they could very well budget out of a cash 
income of $3,000 or $3,600 a year for their medical expense. So, 
when we talk about medically indigent, we are not talking about a 
group that has a certain income. We are talking about people who 
1ave certain out-goes that they must provide for in order to live and 
keep their family t together and clothe them in the community in which 
they live. 

Therefore, we have a large group between what we in the Com- 
mission called the medically indigent and the people who have ample 
means to take care of their day to ) day and year to year medical needs. 

Now, it is that group that we in the Commission thought needed 
help in securing something that they wanted to pay for. “Now, how 
you do that with Government assistance without going into another 
big bureaucracy is the thing that I think concerns everybody. I do 
not know whether it can be done or not but it seems to me there ought 
to be a very marked definition of what we are talking about in this bill 
in this way: We are talking about indemnifying insurance com- 
panies against catastrophic loss if they will write a policy which will 
prceast people of any age or in any circumstances against catastrophic 
Oss 

As I said before, human nature being what it is, I think you have to 
have some sort of a lower limit on that sort of thing because there 
are people who impose on their present insurance policies. In my 
opinion, that is what runs the price of the insurance policies up. It 
costs just as much to process a $25 claim as it does a $2,500 claim, as 
far as the company is concerned. At least, that is what I am informed 
by the companies. There are a certain number of papers which have 
to be filled out and handled and checks made out and it does not make 

much difference whether it is a check for $25 or $2,500. 

That part of the burden is the greatest part of the burden, as I 
understand it, of the insurance companies’ payments. Now, the 
hospital insurance has been abused, and I have seen that all of my 
life, ever since we have had hospital insurance, which hasn’t been all 
of my professional life, but people who have hospital insurance go to 
the doctor and the doctor says, “Well, now, we ought to find out what 
this is all about, and you had better come in for X- -rays and we will 
have to do some laboratory work. Suppose you come in the day after 
tomorrow and we will start.” 
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They say, “Well, doctor, can’t this be done in the hospital?” And 
the doctor says, “Yes, it can be done in the hospital.” Then they say, 
“Well, you see, I haven’t used up my hospital insurance for this 
year and I might just as well go into the hospital.” So, the doctor 
being an sblemunadetben man and also being a man who has to satisfy 
his patients like any other fellow that is dealing in goods, whether it 
is advice or material goods, says, “Well, yes, this can be done in the 
hospital.” 

So, they go to a hospital and they take up a bed for 5 or 6 days 
which is needed by somebody who is not just having a diagnosis. The 
insurance company cannot protect themselves against that first 5 
days’ expense which is very considerable. There should be deductions 
of the first 3 to 5 days on the board and room only. I say that for 
this reason: If the patient has an emergency and has to go into a 
hospital, they ought to have protection insofar as their cats istrophic 
expense is concerned. Believe me, laboratory work is cats ustrophic 
expense, Mr. Chairman. I have paid a lot of money myself for it and 
I have had a lot of patients who have had to pay a lot of money for it. 
It is much more in many cases than board and room. 

But, suppose a patient comes in with an emergency case, and he has 
to have laboratory work and he has to have operating-room service 
and he has to have blood transfusions or whatnot, or anesthetic 
which in itself runs up much more in the first 3 to 5 days than any 
possible room they could get on a board and room basis. 

To eliminate—and I used an unfortunate term when I was here 
before—“chiseling,” and I do not mean chiseling but I mean taking 
human advantage of a chance to save a little here and a little there, 
which is excusable, this is necessary. Certainly, that is what runs 

the bill of expense for the fellow who wants insurance to protect 
himself against catastrophe. 

Now, if the bill is written, it seems to me, in this form, it gives 
some discretion. It gives a great deal of discretion on how these 
policies will be protected and how the insurance companies will be 
protected by this Government reinsurance. I think it leaves the thing 
wide open to a lot of rulings. I had considerable experience in the 
Government service and I also had a lot of cooperation from the 
people that I worked with. But we had to get rulings after that 
outfit had been running for years and years on what we could do and 
what we could not do. 

Now, as near as I can figure out, the attorneys based those rulings 
on the intent of Congress, as near as they can find out by reading the 
records when the law is not entirely clear. In this, as I see it, there 
are a lot of things that could be interpreted as the intent or the non- 
intent of Congress. Then, you would have a jamb between a lot of 
fine print between the Government and the insurance companies, in- 
stead of a lot of fine print between the insurance companies and the 
patients. That is the way it now exists. 

I would like to see the fine print eliminated and the misunder- 
standings eliminated so far as possible by seeing the Congress 
definitely state what this reinsurance covers and how it protects the 
companies and how it protects the patients. Then, let the com- 
panies go ahead and use this as the banks do their insurance on bank 
deposits. There is not a bank in the country that does not advertise 
that their deposits are covered by Federal insurance. 
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The minute these companies had a chance to advertise that they 
were covered by Federal reinsurance and that this was a policy that 
was covered by the Government’s wish to help the people of this 
country get adequate medical service for a price they could afford to 
pay and that the Government was not going to let either the companies 
or the individuals chisel on it, it could be definite enough so that that 
is that and everybody can read it. They do not have to get a pair 
of magnifying glasses to find out what is in the back of their policy. 

That is all I have to say, Mr. C ‘hairman, about this thing, as a 
whole, but that to me is the principle that reinsurance ought to cover 
from the standpoint of the patient, the Government and the insurance 
companies, or whoever is going to protect these patients against catas- 
trophic loss. 

The Cuarrman. Well, doctor, the counsel that you have given us is 
greatly appreciated by the committee, because we realize that it is based 
upon an experience of yours which has been very large. Your feel- 
ing is such, judging by the report that was made by the Commission 
of which you were chairman, that there was some obligation resting 
upon Government or individuals to care for what we recognize is a 

yroblem. Your advice and counsel comes to us in a very strong way 
bocnene we know your personal inclination and what you say is based 
not upon a desire to avoid responsibility but to carry it to the fullest 
extent possible and in the best way possible. 

Are there any questions, gentlemen ? 

Mr. Dotutver. Doctor, I certainly join with what the chairman has 
said about your experience and wide knowledge in this field. 

I would like to discuss with you one segment of the health field 
about which I am sure that you are quite familiar due to the various 
studies you have made and that have been made under your supervision. 

One of the class of peoples who need medical care are sometimes 
referred to as the medically indigent, that is people who are unable 
to pay for proper medical care for themselves and their families. Is 
that a proper term ? 

Dr. Magnuson. That is a proper term, sir. 

Mr. Dottiver. Now, doctor, is it not true that in every State there 
are local provisions for taking care of such persons if they get into a 
medical difficulty of some kind ? 

Dr. Magnuson. Yes, sir. 

Mr. DoLitver. And, are you 

Dr. Maenuson. I was just going to add that the people I referred 
to were the people who can and will budget and are not medically 
indigent. The medically indigent ought to be left to the local com- 
munity to judge whether they are medically indigent or not. 

Mr. Dotutver. The thing I am thinking about is in my own State 
of Iowa and I know from personal experience and knowledge there 
that any person who is unable to pay and so recommended by proper 
authorities, can secure medical treatment and surgical treatment and 
hospital care to the extent that is needed. 

Dr. Maenvson. That is right, sir. 

Mr. Dotiiver. Am I right in saying that that pattern exists all over 
this country ? 

Dr. Magnuson. Absolutely. 
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Mr. Dotuiver. There is nobody, then, in that category of medically 
indigent who is not already taken care of ? 

Dr. Magnuson. That is my opinion, after having practiced medi- 
cine for 45 years. I have not seen anybody suffer for lack of money 
or for medical care if they didn’t have any money. The people I have 
seen suffer are the people who did. 

Mr. Harris. If you will yield to one question there and I think it is 
highly important. I intended to ask it of another witness yesterday 
or the day before. 

Doctor, if you know, what is the average percentage of charity work 
that the doctor in this country gives to people? 

Dr. Magnuson. Do you mean, sir-—— 

Mr. Harris. How much of a doctor’s practice is charity ? 

Dr. Magnuson. Well, when I was practicing I figured that one- 
third of my time was given to charity and teac ching without compen- 
sation. Now, some doctors figure that the bills they do not collect 
are charity. I never figured that. I think, perhaps, if I figured that, 
it would add something to it. But I think that is a matter of business 
and if the doctor overcharges the patient, sometimes they will not pay 
it and sometimes I do not blame them for not paying it. On the other 
hand, the county hospital in Chicago, for instance, and all of our city 
hospitals, are served by medical men of the top bracket without ever 
any compensation at all. Everybody gets paid except the doctor. 
They want it that way, because that 1s their duty to the community. 
That is one of the things that we are brought up on from the time we 
start into medicine and before. That is that a doctor must contrib- 
ute his services for the good of humanity, and he must not get any 
patents on things that will raise the price of these things that he gets 
out of research work for the benefit of humanity. 

Mr. Harris. Thank you very much, 

Mr. Do.iiver. That is right in line with what we are saying. Now, 
having heard your testimony, that people in the medically “indigent 

category are generally well c: vared for, this bill, as I understand it, 
is directed toward two problems that are currently existent. One is 
the problem of cancellable insurance and the other is the problem of 
major medical disaster. 

Now, is it your feeling that a Government reinsurance would help 
solve those difficulties? 

Dr. Magnuson. Yes, sir. Itis only in this way, that as I see it these 
companies all have their own policy and whether they be Blue Cross 
or Blue Shield or a stock company or whatnot, they put certain 
limitations on their policies. I will say that they are putting future 
limitations on them as they get more experienced. It is the way if 
something could be done to make that company feel that they were 
not going into the red if they wrote a broad coverage policy, and when 
I say “broad coverage” I mean covering accidents and disease that 
disable people at any age—I could not get insurance now in any 
company. Iam beyond the age. 

Mr. Dotuiver. I wanted to get your categorical opinion on that one 
question and I yield the floor now. 

Mr. Harz. You say you could not get insurance in any company? 
You do not mean Blue Cross and Blue Shield. You can get that. 

Dr. Macnvson. I am past 70. 
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Mr. Hate. They will not take you in Blue Cross? 

Dr. Magnuson. I do not know, but I do not think so, because the 
American College of Surgeons had just gotten out some information 
on that. 

Mr. Hate. I remember I questioned one of the Blue Cross witnesses 
and it is true that he said he did not take new people after 70, but if 
they had people before 70, they would carry them on through. 

Dr. Maenuson. I think that is true, Mr. Hale. 

Mr. Hare. You cannot get it new, but you can continue it on if you 
have it before you reach 70. 

Dr. Maanuson. Yes, sir. 

The Cuarmman. May I make a suggestion that those who question 
the witness have in mind that the House will be convening at 11 
o’clock and I suppose we will be called shortly after 11 and if each 
one in the first turn around, so to speak, could limit their questions 
so as to give everyone an opportunity, I think it would be appreciated 
by the committee. That has no reference to any particular person, 
but it is just a suggestion so that everybody may have an opportunity. 

Mr. Priest. I just have one question, Mr. Chairman. 

Dr. Magnuson, I did not quite understand whether it was your 
opinion that insurers who might be protected by a reinsurance pro- 
gram should advertise that fact as the banks do. You mentioned it 
and I did not quite get your opinion on that point. 

Dr. Magnuson. Well, I think they will. I do not think they even 
have to have permission to. If this thing were set up so that people 
would know that the insurance policy that these people were selling 
them had been subsidized—that is not a good word either, but had 
been guaranteed—by the Government to carry it from start to finish 
and it was not going to be canceled if they had a serious illness and 
that it would go on after they got to be in their old age, it would give 
a much broader coverage. As I understand insurance, the more peo- 
ple they can cover the lower they can make their premium. 

Mr. Priest. I understood that or thought that was your position 
but I wanted to be sure. Thank you, doctor. 

Mr. Rogers. Doctor, you made the statement, I believe, that you 
could not get insurance now because of the fact that you were 70 
years of age. Do you think you would have any difficulty in getting 
insurance in a company if the Government would pay whatever loss 
there was? 

Dr. Magnuson. I do not know that I quite understand that. 

Mr. Rogers. Do you think that there is any doubt but what you 
could get some insurance if the companies knew that they would not 
sustain a Joss on you? 

Dr. Maenuson. If they knew they would not sustain a loss, sure, 
anyone would bet on a sure thing. 

Mr. Rocers. Well, then, these companies would bet on a sure thing 
if they knew the Government by giving reinsurance would pay the 
loss? 

Dr. Magnuson. Yes, I think so. 

Mr. Rocers. Therefore, they would be kind of lax in their writing 
of the policies? 

Dr. Magnuson. Yes. 
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Mr. Kix1n. Doctor, I have just one question. In the testimony that 
we have heard, it indicates that 75 percent of the people in this country 
who earn less than two or three thousand dollars a year are not cov- 
ered by any insurance whatsoever. I am talking now of this medical 
insurance. Do you think that if this bill were in effect, it woud have 
the effect of extending this or some type of medical insurance to those 
people in that class ¢ "The ‘y are not what you might call the “medically 
indigent” and we know that is a public problem. We are talking 
about people who want to pay their own bills and do not want to be 
on charity and that group who cannot afford to pay the present 
premiums. Do you think if this bi!l were enacted it would extend to 
those people this type of coverage? 

Dr. Maenuson. 1 think many of them would. Many of those 
people that you speak of have budgeted for radios and television and 
automobiles and that sort of thing. Now, it just depends upon how 
provident they are whether they are willing to budget for this as 
well, if they want to pay their own bills. 

Mr. Kier. I did not mean to interrupt you. Did you finish your 
statement ¢ 

Dr. Magnuson. Yes. 

Mr. Kier. They are very provident, let us say, but they cannot 
afford the present premiums. Do you think as a natural result of 
this type of reinsurance, it would make the premium lower so that 
those people could afford this insurance ¢ 

Dr. Magnuson. That is my thought in the matter; yes. 

Mr. Kirin. I might tell you that the insurance companies do not 
think so. They do not believe that this would have that effect. In 
other words, even some of the insurance companies who were advisers 
on this plan, have stated that. I do not want to go into that, however, 
with you, Doctor, and I thank you. 

The Cuamman. Are there any other questions? 

Mr. Tuornnerry. Now, may I ask you this, Doctor? In connection 
with what Mr. Klein had to say, is it your thought that the program 
contemplated under this legislation should provide reinsurance to the 
groups who furnish medical insurance on the basis of whether th 
risk is insurable or on the basis of seeing to it that more comprehen- 
sive coverage would be afforded to the people of the United States ¢ 

Dr. Magnuson. I think if health insurance is any good at all 
ought to take the people as a whole. 

Mr. Tuorneerry. Mr. Klein referred to some previous testimony, 
where it was asserted that only insurable risks would be covered by 
this bill. Now is it your thought, and I am not trying to get into 
another field, not to be so concerned about the soundness of the plan 
as you are that whatever Government money is put into the plan is 
to see to it that there is a wider coverage on medical insurance or would 
you want the test to be based on the financial soundness of the plan 
or that the Government would get all of the money back it puts into it ? 

Dr. Magnuson. No, sir. 

Mr. TuHornserry. That is all. 

Mr. Hate. I just wanted to make sure that I got from your testi- 
mony the impression that you meant me to get. Do I understand 
that you feel that in all of these health insurance policies there should 
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be some deductible feature to prevent abuses, the same as you have in 
the $50 deductible clause in collision insurance and so on, on auto- 
mobiles ¢ 

Dr. Maenvuson. Yes, sir; that is exactly right. 

Mr. Hare. What you suggest is that the first 5 days in the hospital 
are on the patient ? 

Dr. Maenuson. The first 3 to 5, and I would not pin it down to 5 
days. I think that is a matter for somebody to consider that knows 
more about the average individual’s income and perhaps he is a better 
judge of human nature than I am. 

Mr. Hate. I was only figuring out whether I could afford to go into 
a hospital and have a nice 5-day rest myself. The trouble is that these 
Blue Cross policies do not cover all of the hospital costs. It might in 
some hospital rooms. 

Dr. Macnuson. I would like to know what percentage of the claims 
that insurance companies pay on both hospital and medical are less 
than 5 days or less or for $50 or less in medical. I think it would be 
quite high from what I know about it but I am no insurance man and 
I cannot talk statistics on them. 

Mr. Hare. That would be a very interesting study, and I should 
imagine that if Blue Cross does not have those figures, they ought to 
have them. I think what you said is very interesting and very valu- 
able and it is a view of the matter which no other witness has em- 
phasized. Certainly it is very important. 

The Cuarman, I agree with what you have said, Mr. Hale, and I 
suggest that a member of the staff take note of the fact which has 
been mentioned and emphasized, and endeavor to get the information 
referred to. 

Are there any further questions? 

Doctor, I have a set of questions that I will not take your time to 
ask now. In the first place, I do not think we will have sufficient 
time in which to do so, and in the second place I am anxious that 
you be able to give the answers your deliberations and considerations 
and thought. I will submit these questions to you. There are 10 of 
them in number and if it is not imposing upon your willingness to be 
helpful, I would appreciate if you would give the answers as fully 
as you wish and it will be made a part of your statement. 

In that connection, I will also hand you a prepared comparative 
statement between H. R. 6949 and H. R. 8356. The former bill is one 
I introduced in the early part of this session which is similar to the 
one I introduced, I think, in 1950. The bill, H. R. 8356 was the one 
prepared by the Department and which bill I introduced by oe 

I draw some comparative differences between these two bills to 
which your attention is directed by the statement I am giving to you. 
The first one deals in more detail with the standards that it was 
thought at that time should go into the bill, as contrasted to this last 
bill, H. R. 8356, which has very few standards and leaves a great 
deal to the discretion of the Secretary. 

I think the answering of these questions will enable you to elab- 
orate on the thoughts that you have already briefly expressed to the 
committee. If you will do that, it will be very helpful. 

Dr. Magnuson. I will be very glad to do that. 
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(The questions and answers are as follows:) 


QUESTIONS AS TO STANDARDS FOR INSURANCE PoLicres UNbER H. R. 8856 


1. Should policies which are cancellable at discretion of carrier be reinsurable? 

Answer. Yes. 

2. What exclusions or limitations with regard to preexisting conditions on the 
part of the insured should be tolerated in policies which are reinsurable? 

Answer. In my opinion, all policies and all people should be included in this 
reinsurance plan. As I understand it, it is to allow insurance companies to 
cover all people under all conditions, and the Federal Government shall re- 
imburse them for losses incurred. 

If these policies could be spread over a large percentage of the population, 
that is, those who were wiling to pay for them, the coverage would be so great 
that there would be more well people than sick people, and the insurance would 
more than pay for itself if the first $25 or $50 of expense and the first 3 to 5 
days hospital bill were deductible. 

3. Should policies be reinsured which do not become incontestable after being 
in force for a specified minimum period? 

Answer. No policy should be contestable except for very definite evidence 
of fraud. Provisions for such should be embodied in the policy. 

4. Should policies be reinsured which do not provide for a specified minimum 
amount of benefits (for each day in a hospital or for each doctor’s visit, for 
example) and a specified minimum length of time during which benefits should 
continue? 

Answer. No. I think policies should all be closed at both ends. In other 
words, a $50-deductible clause for doctor bills and a 5-day deductible clause for 
hospital bills (board and room) ; benefits to apply the first 5 days on laboratory 
fees, operating room, X-rays and the like in the case of an emergency. Such 
emergency to be definitely shown before such 5-day benefits are applicable. 
There should be no limit on length of stay in a hospital on certification by com- 
petent medical authority, reinforced, perhaps, by a second opinion. 

5. Should policies be reinsured which do not contain a provision for waiver 
of premium in the event of prolonged illness? 

Answer. Waiver of premium should apply in any illness which extends over 
a period of 8 months and which causes total disability in these 3 months. 

6. Should policies be reinsured which do not limit additional charges made by 
hospitals or doctors over and above benefits payable under policies to a specified 
percentage in excess of benefits payable under policies? 

Answer. All policies should have a limit as to @octor and hospital bills on 
the basis that policies should not cover luxury. A minimum benefit rate and a 
minimum premium should be fixed. If some people want additional coverage, 
there is no reason why the Government should reinsure that portion of their 
policies. 

The purpose of these policies should be to provide all necessary care; not to 
provide luxurious care. If luxury coverage at additional premium is desired 
it could be added to the policy, but such portion of the policy ought not be 
guaranteed by the Government. The portion to be reinsured should be the part 
that covers the minimum reasonable charges as set down by the medical societies 
in the various States and the average hospital charge for minimum service. 
Laboratory and X-ray fees and operating room fees should be fixed at a liberal 
minimum, because this is a direct charge on the hospital, but there should be a 
reasonable limit put on them or they might want to pay off the hospital debt 
all at one time. 

7. Should distinction be made between medical service rendered in a hospital 
and medical services rendered outside hospitals insofar as percentage of cost 
is concerned which insurer must bear himself? 

Answer. It is customary in the medical profession, I believe, to charge extra 
fees for distance, especially in country districts; and the doctor is entitled to 
be paid for time in traveling to a call. There could be a difference made as 
between hospital and house calls and on a mileage basis, which is pretty well 
established by State medical societies in their respective communities. If the 
medical and hospital bills were carried in one policy, this could be handled. If 
one company writes hospital insurance and another writes medical insurance, 
I do not see how they could get together very well, because one would want them 
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in the hospital and the other would want them at home, and the doctor and the 
patient would be at loggerheads before long. 

8. Should coinsurance (i. e., insurer bearing portion of cost) be required with 
regard to all insurance policies which may be reinsured under bill and should 
maximum and minimum of coinsurance percentage be stipulated? 

Answer. I believe that the coinsurance basis is the logical basis for writing 
any policy, and a deductible clause is certainly coinsurance. The object of 
this insurance should be to cover all people for all things at a price they could 
afford to pay; there would have to be latitude concerning the patient and the 
doctor and the company as to which class—luxury or minimum—the insured 
would want to come under. This poses quite a delicate problem among the re- 
insurer, the insurer, and the insured and his doctor. 

9. Should policies have a deductible feature so that benefits are payable only 
after “deductible” has been paid for by insurer himself? 

Answer. Emphatically, yes. 

10. Should requirement be contained in bill that individual applications for 
insurance must be granted; and if so, what limitations should be placed on this 
requirement. 

Answer. I believe that these reinsured policies should be available to every 
citizen who wants to apply for them and pay the premium. The only limitations 
should be in the amount of luxury the applicant wants to pay for. 





Cuicaco, April 26, 1954. 
Hon. CHARLES WOLVERTON, 
Washington, D.C. 


Dear Mr. WoLverToN: I sent you several days ago the two questionnaires 
you gave me when I appeared before your committee, on which I indicated my 
answers. I hope they will give an idea of my personal thinking about rein- 
surance, but I add this note to the other information. 

My conception of this reinsurance is to encourage insurance companies to 
write a policy which will give the average income subscriber complete protec- 
tion on medical and hospital expense, over $50 on medical care and over 5 days 
on hospital care. The premium should be based on furnishing all services 
to all subscribers for any condition which is disabling to cover minimum service, 
and when I say minimum service I do not mean that the patient should not-have 
just as good care as someone who is paying more, but I mean that all luxuries 
should be eut out. 

The hospital rate should be fixed at the lowest minimum of hospitals in the 
particular area. The medical fees should be fixed at what the Veterans’ 
Administration is paying for home care, that is, agreed fees between the State 
medical society and the Veterans’ Administration. This seems to work satis- 
factori y, at least while I was medical director, and we had no trouble with the 
medical profession or the hospitals on this basis. 

The Federal Government, on this basis, should guarantee the companies 
against loss on this one type of policy only. The companies may write any 
type of policy they wish, but the Government will not guarantee them against 
loss on any luxury policy they choose to sell. 

I believe on this basis complete medical coverage could be put within the 
reach of every individual in this country. We have made a rough estimate in the 
report of the Commission on the Nation’s health, and believed this type of 
policy could be issued on a broad basis for $50 a year. If such a policy could 
be worked out on a wide distribution basis, I would not be surprised if the 
Government could insure veterans who are entitled to medical care, and others 
for whom they are responsible, for much less than it costs them to run hospitals. 

I am sure insurance men will find many faults with this, and I do not 
claim to be an insurance expert, but if we want broad coverage for the Amer- 
ican people, who cannot afford to pay the costs for serious illness or injury, it 
would be a Godsend. 

Sincerely yours, 


Pau B. Maenuson, M. D. 


The CuatrMan. We appreciate your willingness to come here on 
such short notice and to give use the benefit of your advise and counsel. 
I am inclined to believe that we may be calling upon you further for 
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some advice with respect to this type of legislation. Judging by your 
yast willingness, I assume that you will continue to be willing to be 
frelpful to the committee. 

Dr. Magnuson. I will take all of the time that I am not now giving 
to the Rehabilitation Institute, which, incidentally, we started last 
Wednesday with 25 patients. 

The Cuarrman. That is splendid. You deserve a great deal of 
credit for the interest that you are taking in that matter, and I hope 
that the course that you pursue and the success that you will undoubt- 
edly have will incline others to take up the same type of work in other 

sections of the country. 

Dr. Magnuson. Thank you, sir. 

The Cuarrman. That is all, Doctor. 

The committee will now adjourn. 

(Whereupon, the committee adjourned at 10:55 a. m.) 
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WEDNESDAY, MAY 5, 1954 


House oF REPRESENTATIVES, 
COMMITTEE ON INTERSTATE AND ForetGN CoMMERCE, 
Washington, D.C. 

The committee met at 10 a. m., pursuant to call, in room 1334, New 
House Office Building, Hon, Charles A. Wolverton (chairman) pre- 
siding. 

The Cuaran. The committee will please come to order. 

This morning the committee will continue its hearings on H. R. 
8356, the so-called reinsurance bill. 

These hearings were interrupted by the Easter recess of the House 
and other business that the committee has had before it in the interim. 

We have scheduled 3 days of hearings on this bill and this morning 
we shall hear from 2 witnesses. 

The first witness is Mr. D. D. Murphy, commissioner of insurance 
for the State of South Carolina, who appears this morning as official 
spokesman for the National Association of Insurance Commissioners. 

Our second witness this morning will be Mr. Frank E, Smith, a 
director of the Blue Shield medical-care plan, Chicago, Ill. The com- 
mittee had the privilege of hearing Mr. Smith last February in con- 
nection with the committee's general health inquiry. At that time 
Mr. Smith gave the committee detailed information with regard to 
the history of the de velopment and operation of the Blue Shield med- 
ical-care plans. 

Today, both of the witnesses will address themselves specifically to 
the bill the committee is now considering, namely, H. R. 8356, the 

reinsurance bill, which forms an integral part of President Eisen- 
hower’s health program. 

Mr. Murphy, will you please come forward, take the witness seat 
and state for the record your name, the position you occupy, and the 
capacity in which you testify, so that this will all appear in its 
proper place in the hearings? 


STATEMENT OF D. D. MURPHY, PRESIDENT, NATIONAL ASSOCIA- 
TION OF INSURANCE COMMISSIONERS, CHICAGO, ILL. 


Mr. Mourruy. Mr. Chairman, my name is D. D. Murphy. I am 
the insurance commissioner of the State of South Carolina and presi- 
dent of the National Association of Insurance Commissioners. I 
represent the executive committee of the National Association of 
Insurance Commissioners. 

We have a prepared statement which we have filed with your com- 
mittee, and if it is the wish of the chairman, I will be glad to read 
that; or if you care for me to do so I will dispense with that. 

335 
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The Cuarman, I think it would be well for you to read it. 

Mr. Morrny. Thank you. 

The Crarmman. Then the questioning will take place after you 
have finished your statement. 

I note in connection with your statement that there is a resolution 
of the National Association of Insurance Commissioners. 

Mr. Murpny. Yes, sir. 

The Cuarmman. I assume you will make reference to that and have 
it incorporated as a part of your statement. 

Mr. Morpny. Yes, sir. 

This resolution is by the executive committee of the National Asso- 
ciation of Insurance Commissioners. 

The Cuarrman. You may proceed with your statement. 

Mr. Murpuy. The resolution reads: 


Whereas the National Association of Insurance Commissioners is one of the 
oldest voluntary organizations of State regulatory officials in America; and 

Whereas this association has consistently since the year 1871 advocated insur- 
ance legislation in the public interest, and accordingly the executive com- 
nittee of this association was called into session at the request of the President 
to consider H. R. 8356, 83d Congress, (2d sess.) ; and 

Whereas said executive committee of the National Association of Insurance 
Commissioners, meeting in the city of Chicago, I11., and considering the text of the 
bill has reached certin definite conclusions : Now, therefore, be it 

Resolved by the executive committee of the National AssOciation of Insurance 
Commissioners, That this committee does hereby approve as being meritorious 
und in the pupiie interest the avowed and declared objective of improving public 
health in the Nation; be it further 

Resolved, That such executive committee does hereby voice strenuous opposition 
to the enactment of H. R. 8356, 88d Congress (2d sess.) for a number of reasons, 
some of which are as follows: 

1. It is the considered opinion of the committee that the said H. R. 8356 in 
the final analysis is in truth and in fact a bill authorizing and providing for 
regulation of this phase of the business of insurance by the Federal Government 
and should be considered as such. 

2. That the said H. R. 8356 will not in our opinion achieve the objects and 
purposes set forth in the proposed measure. 

3. That the said H. R, 8356 if enacted into law would inevitably result in the 
socialization of health services and undesirable subsidization of health insurance 
by the Federal Government. 

4. That the bill as drawn clearly places the Federal Government in the accident 
and health insurance business. 

5. That the said H. R. 8356 is contrary to the public interest; be it further 

Resolved, That the president of the National Association of Insurance Commis- 
sioners be and he is hereby authorized and directed to designate one or more 
members of said association to transmit copies of this resolution to the Committee 
on Interstate and Foreign Commerce of the United States House of Representa- 
tives and to the Senate Committee on Labor and Public Welfare and to any 
subcommittee of either of the said committees or to any other appropriate 
committee or subcommittee of the Congress, and to give before any such com- 
mittee or subcommittee such testimony bearing upon the said H. R. 8356 as may 
be deemed appropriate and compatible with this resolution. 


The National Association of Insurance Commissioners has always 
encouraged and fostered legislation, resolutions, and any other meas- 
ures to encourage the broadening of health insurance in order that 
the public health of the country may be put on as high a plane as 
possible. 

We wholeheartedly agree with the purposes expressed by the Presi- 
dent of the United States in his health message to Congress on January 
18 and heartily endorse the purpose as outlined by the President; 
however, we do not feel that these purposes can be accomplished by 
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the proposed legislation known as the Health Service Prepayment 
Reinsurance Act. 

We are opposed to the administration health reinsurance bill be- 
cause: The bill contains provisions which will subject the field of 
health insurance to Federal regulation; the purposes of the bill will 
not be served by the methods provided; the bill contains provisions 
which involve subsidization and tend to point toward the complete 
socialization of health services; the bill as drawn clearly places the 
Federal Government in the accident and health insurance business; 
the bill contains provisions which are contrary to the public interest. 

First: The bill contains provisions which will subject the field of 
health insurance to Federal regulation. 

This regulation will be contrary to the spirit and purpose of Public 
Law 15, 79th Congress, which reads in part as follows: 

The Congress hereby declares that the continued regulation and taxation by 
the several States of the business of insurance is in the public interest, and that 
silence on the part of the Congress shall not be construed to impose any barrier 
to the regulation or taxation of such business by the several States. 

Section 107 (a) and (b) (p. 10, lines 5-13) provides for general 
regulation by the Secretary. The broad power given to the Secretary 
to make regulations having the effect of law will subject the carriers 
to Federal regulation. 

Section 303 (a) (p. 13, lines 11-20) gives the Secretary the power 
to regulate plans and carriers. 

Section 303 (b) (p. 14 line 25; p. 16, line 6) gives the Secretary the 
power to regulate rates. 

Sections 304 and 401 (p. 17, lines 4-8, and p. 36, line 18, to p. 37, line 
10) give the Secretary power to determine that the companies are 
operating according to law, are financially sound, and entitled to pub- 
lic confidence. This carries with it the power to do all things which 
the Secretary may believe necessary to satisfy him in these respects, 
including the power of invesigation, ex: unination, and subpena. 

Any recourse from the findings of the Secretary would be subject to 
review of the United States courts only, thereby bypassing the State 
courts. 

Section 404 gives the Secretary the power to regulate advertising. 
We regard these provisions as particularly objectionable because they 
subject the health-insurance field to Federal regulation. The carriers 
which participate would be subjected to this regulation directly. 

We take pardonable pride in the fact that so many of the witnesses 
appearing before the congressional committees considering this bill 
have spoken in terms of high praise of the job of regulation of insur- 
ance as it is being done on the State level. History shows that it was 
Elizur Wright, the Armstrong investigation, and other State regu- 
latory officials and activities which have brought propriety and effec- 
tiveness to the field of insurance regulation. 

The principle of State regulation of insurance rests on the solid 
ground of precedent and law. We feel that a better job can be expected 
of the States because we are closer to the people than the Federal Gov- 
ernment and more familiar with the problems. 

Our departments are experienced and well organized to handle 
the many problems of the complex insurance industry. Many long 
hours and large sums of money have been spent in revising the in- 
surance laws of the several States. These laws have been painstak- 
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ingly drawn to reduce abuses and confusion and to encourage the 
expansion of insurance to meet the needs of the public. 

We feel that there would be a tremendous loss in setting aside the 
deliberations of our legislatures and by superseding these written stat- 
utes with a system of regulations depenuding in large measure on the 
discretionary power of one person. 

We regard this bill as not only containing the objections set forth but 
also as a significant step toward the complete Federal regulation of 
this phase of insurance. We, therefore, strenuously object to those 
provisions of this bill which express or imply Federal regulation. 

Second: (a) The purposes of the bill will not be ser ved by providing 
technical advice. The furnishing of this advice will, in our opinion, 

cause great confusion and possible inefficiency in the insurance business 
as we know it tod: ay because it will be necessary for the Department 
of Health, Education, and Welfare to encroach on the personnel of the 
commercial carriers, State insurance departments, and advisory organ- 
izations to obtain this type personnel. 

There is no other source. If this program is to involve training of 
technicians, it will be years before the program can be put on an effi- 
cient basis. The studies and findings of this informational service 
would necessarily cover many subjects and it is probable that an in- 
dividual carrier would find relatively few of the reports to be of use 
in the solution of his particular problems. 

In an effort to promote the purposes of this bill there will be a ten- 
dency for the studies and advice to be slanted to show that certain 
underwriting principles, plans, and areas of insurance, and organiza- 
tional procedures are feasible when these principles and procedures 
may be actually unsouund. Technical advice alone does not seem 
likely to offer much encouragement and stimulation to the making 
of comprehensive plans av ailable on reasonable rates to the maximum 
number of people. 

(+) The purposes of the bill will not be served by making that form 
of reinsurance available that is prescribed in the bill. The number 
of Americans covered by hospital insurance increased from 6 mil- 
lion in 1939 to more than 90 million in 1952. 

Policy provisions such as grace-period provisions, limiting time-of- 
action clauses, exceptions and exclusions have been made more liberal. 
Group-insurance coverage has been extended to smaller units. More 
people are being res ached thr ough farm cooperatives. 

Weekly premium hospital and sick benefit plans are increasing the 
availability of coverage to people otherwise unreachable. Carriers 
have shown an increasing willingness to experiment with more com- 
prehensive plans such as coverage for impaired lives and major medi- 

cal expense insurance. The number of Americans who are insurable 
and can pay their share of the cost of voluntary prepayment plans and 
who actually have not had the opportunity to purchase health insur- 
ance under present conditions is very small. 

For example, in one medium-sized State 9,954 licenses were issued 
during the year 1953 to agents to sell hospitalization and accident 
and health insurance. The population of this State as shown by 
the last census was approximately 2,100,000. This gives a ratio of 
1 such agent to every 215 persons. 

Since the earnings of these agents are primarily derived from 
commissions from the sale of such insurance, it would appear to us 
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that the public has had ample opportunity to secure such coverage. 
This extension of health insurance has taken place with little use of 
the already extension reinsurance facilities available. There seems 
to be little evidence that this development would have been encouraged 
or stimulated more by increased reinsurance facilities, particularly 
if the increased facilities had carried the possibility of a form of 
Federal regulation. 

Third: The bill contains provisions which involve subsidization, 
which tend to point toward the complete socialization of health serv- 
ices, and which clearly place the Federal Governmcent in the accident 
and health insurance business. 

Section 301 (p. 11, lines 6-16) provides that if reinsurance at 
premium rates comparable with those offered pursuant to this title 
is not available the Secretary is authorized to reinsure plans on be- 
half.of the United States. Private reinsurers who have had to 
furnish their own capital, who did not have the benefit of a sub 
sidy for the first 5 years of their existence, and who are paying taxes 
to support such nontaxed programs as this one will probably be com- 
pelled to retire from this field, and this field may pass completely 
into Government operation. 

Section 306 (p. 26, line 16; p. 27, line 6) provides a reinsurance 
premium which is to promote the objectives of the act and is also 
to conform to actuarial principles. Real encouragement and stimu 
lation of private health service plans almost has to take the form of 
benefits which are more valuable than the costs. 

This type of encouragement and stimulation is the exact opposite 
of the fundamental principle of actuarial science. 

We regard these provisions as particularly objectionable because 
they place the Federal Government in the accident and health insur- 
ance business and constitute or could constitute a significant step 
toward the subsidization and complete socialization of health services 
in the United States. 

Fourth: The bill contains provisions which are contrary to the 
public interest. Section 305 (p. 18, lines 9-20) (a) provides rein 
surance coverage for 75 percent of the normal losses. If a nonprofit 
carrier is induced to reinsure existing hazardous plans and under 
write hazardous plans because of reinsurance under the terms of 
this bill and excessive losses result, then the subscribers (including 
the regular, nonhazardous, and nonreinsured subscribers) will even 
tually pay 25 percent of the excess losses. 

Section 305 (g) (p. 24, lines 17-23) provides the limitation of 
liability of the United States to the amount which may stand to the 
credit of separate funds. A commercial insurer or reinsurer cannot 
limit its liability to the amount in a separate fund. 

All of its assets must be available for claims payments. This pro- 
vision of the bill seems to indicate that the liability under unprofitable 
accounts may be written off and that the profits accounts—that is, 
accounts for which reinsurance was not needed in the first place— 
will continue. 

Section 101 (f) (p. 4, lines 4-19) defines personal health services as 
those services rendered to individuals by licensed health personnel. 
Further references concern institutions licensed by a State. There isa 
reference which includes eyeglasses. 





340 HEALTH REINSURANCE LEGISLATION 


There are no references including or excluding false teeth and hear- 
ing aids. It would appear that the reinsurance benefits may exceed 
the benefits provided in the contract issued to the individual. If this 
be the case, then the direct writers would never know the amount of 
premiums necessary to provide the benefits under his contract. 

Section 304 (p. 17, line 10) provides that the renewal of the reinsur- 
ance contracts will be optional with the Secretary. A carrier ma 
underwrite a hazardous risk because of reinsurance under this bill 
and find later that it may have to increase premiums or reduce bene- 
fits because of the nonrenewal of the reinsurance. 

Section 305 (d) (p. 21, line 23, to p. 22, line 7) prescribes a preferred 
status to obligations arising under the plan to the exclusion of other 
creditors. 

Under the general provisions of the bill, it may be possible that en- 
couragement will be offered to companies to go beyond the actuarial 
and other statistical limitations in the writing of hazardous classes of 
business thereby resulting in chaos, confusion, and ultimate insolvency 
of certain carriers unless further provisions are made for unlimited 
Federal aid to those who would follow this trend. 

Finally, we agree wholeheartedly with the avowed and declared 
objective of improving public health in the Nation, but fail to see any 
likelihood that the purposes can be achieved by the provisions of the 
bill. The failure of this bill to accomplish its purposes is likely to 
foster a clamor for further subsidization and socialization of health 
services. 

Apart from our forebodings concerning the effectiveness of this 
bill in achieving its purposes, we believe that the bill contains many 
objectionable provisions. The major portion of the Nation’s un- 
insure«| health bill results from lack of insurance on aged, uninsurable, 
and indigent persons; the unwillingness on the part of many to buy 
health insurance; and the or name of applying the prepay- 
ment principle to certain health expenses. It is these very areas of 
greatest need that will be served least by this legislation. 

We, therefore, Mr. Chairman, urge this committee to give this bill 
an unfavorable report. 

The Cuarmman. Any questions, gentlemen ¢ 

Mr. Dotrrver. Mr. Chairman. 

The Cuarmman. Mr. Dolliver. 

Mr. Dotttver. As I understand you represent the Insurance Com- 
missioners Association ? 

Mr. Murpuy. Yes, sir. 

The Crarrman. Does that include commissioners in all 48 States? 

Mr. Moureny. I am here representing, Mr. Congressman, the execu- 
tive committee of the National Association of Insurance Commis- 
sioners. 

Mr. Dotiiver. That is the interim body in your organization ? 

Mr. Mureny. Yes, sir. Under our constitution that is the only body 
in our organization that has authority to act on any specific question 
during the interim. 

Mr. Dotaiver. Yes. Now, may I inquire who was on this interim 
committee, or the executive committee ? 

Mr. Mureny. There are 14 commissioners on that committee. 

Mr. Dourtver. You did have a meeting on this subject ? 





a 


en 


ee ees 





HEALTH REINSURANCE LEGISLATION 341 


Mr. Murpuy. Yes, sir; we had a meeting in Chicago which lasted 
2 days, of that committee. 

Mr. Do.itver. For the specific purpose of considering this legis- 
lation ¢ 

Mr. Murruy. Yes, sir; that is the purpose of the called meeting. 

Mr. Do.iiver. How many were present at that meeting ? 

Mr. Murpny. There were 22 commissioners present. 

Mr. Douuiver. Twenty-two? 

Mr. Murreny. | think there was only one member of the executive 
committee who was not present. 

Mr. Dotiiver. And there were extra members there ? 

Mr. Murpny. Yes, sir; nine extra commissioners there for this 
meeting. 

Mr. Douitver. While this is not specifically expressed in the state- 
ment, I wonder if it is not implicit that heretofore the control and 
direction of the insurance business, both health, life, and accident, 
and other forms, has been in the States rather than the Federal Gov- 
ernment, and the State commissioners want to keep it that way ¢ 

Mr. Murpny. Well, I would not say that is the only purpose, Mr. 
Congressman. Each of the insurance commissioners is definitely inter- 
ested in continuing the regulation of the insurance at the State level. 

Mr. Douuiver. That is the pattern we have now; is it not? 

Mr. Murpny. Yes, sir. 

Mr. Douiver. And the commissioners, undoubtedly—while per- 
haps they did not express it in your statement, in the 1 ‘esolution, in so 
many words, that was in the bac kground of the thinking, without any 
question ¢ 

Mr. Murrpnuy. Yes, sir; without a doubt it was. 

Mr. Douuiver. | suppose the commissioners are aware of the fact 
that the United States Supreme Court has said, in a relatively recent 
decision, that the insurance business is interstate commerce and could 
be controlled by the Federal Government if it should choose to do so? 

Mr. Mourpny. Oh, yes. 

Mr. Do.iiver. But that the Congress has renounced that under- 
taking. 

Mr. Murrny. Yes. 

Mr. Dotuiver. Now, there are a number of things about this insur- 
ance system which I wonder if the commissioners have considered, 
which this bill at least in its objectives is designed to correct. In the 
first place is the canceling of policies, if there is some situation which 
becomes quite acute—and quite disgraceful—where a company will get 
into a situation and when it finds it is in a difficult situation it will 

‘cancel out. 

Now, what have the State commissioners done or what are the State 
commissioners doing about that situation ? 

Mr. Morrny. Every day, it is a routine matter for the insurance 
department to answer complaints such as you describe there. 

F think I can safely say that each department gives full considera- 


tion to all of the facts in considering those cases, and if it is not 
a case which warrants it, or there is not something that has happened 

rior to the issuance of the policy, then the commissioner takes steps 
correct that immediately and to see that the person is paid, and 
taken care of, by the insurance company. 
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Mr. Dortiver. What weapons do the commissioners or insurance 
department have to enforce their rulings in that respect? Do you have 
to go to court to do it, or how do you do it? 

Mr. Murrny. No, sir. We have plenty of statutes; plenty of law. 
We have plenty of law to correct those abuses, and that is a routine 
matter, in most insurance departments, Mr. Congressman. 

Mr. Dotuiver. Is it the experience of the various insurance depart- 
ments that that kind of abuse is usual, or rather unusual / 

Mr. Morreny. No, sir; I do not think that that would be the fact. I 
think that those abuses when you compare the overall picture of 
health insurance and consider the number of claims that are paid by 
insurance companies, are only a minor part of the overall picture. 

I may say this, that in my department each year I require the com- 
panies operating there to give me, the manager of those companies, 
to give me statistics on the ‘number of claims handled the year before ; 
the number of policies; the number of complaints; the number of law- 
suits, and those things. We analyze that. And, of course, with the 
number of claims being handled, it is impossible to eliminate all of 
these abuses. 

Mr. Doxtiver. Do you consider it a major problem, as far as health 
insurance is concerned in your State? 

Mr. Murpnuy. No, sir; I do not; I would not think so. 

Mr. Doxutver. Now, of course, another complaint which is related 
to that is the complaint that some of these policies are altogether too 
limited in their coverage; that is, they make wild claims in their ad- 
vertising and then the ‘fine print of the policy is contradictory or at 
least limited in its scope, as to benefits received. 

What steps have the commissioner taken in that respect, if any? 

Mr. Murruy. Well, the first step, on the part of the department, is 
the approval of the policy contract. 

Mr. Douuiver. Is that true in every case? 

Mr. Mourreny. I would suppose it is true in a majority of the cases. 
Some of them have to be filed. And, that filing has to be recorded. 
It is a form of approval, I would say. But, in most States I think 
that these policies must be approved. 

Mr. Doutiver. By whom ¢ 

Mr. Murpuy. By the insurance department, before they can be 
issued, 

Mr. Dotuiver. Well, what safeguards are set up for example, in 
your own department with respect to that type of policy ? 

Mr. Mureny. Well, we have some statutory provisions. We have 
special policies. In our State we have what is known as the Accident 
and Health Act, which sets out certain provisions in the policy. It 
even goes so far as to provide the size type to be used in the policy 
contracts. 

And then our staff members analyze those policies before they are 
approved, and if we feel that they are not in the public interest, they 
are disapproved. 

Mr. Dotutver. So that any insurance company writing a policy 
in your State would have to pass the muster of your department? 

Mr. Murruy. Yes, sir; in any licensed company. 

Mr. Dotiiver. Suppose this company sells policies by mail? 

Mr. Murruy. We have no jurisdiction over that. 
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Mr. Do.tiver. You cannot do anything about it? 

Mr. Murrny. No, sir. The only thing we can do, is, we have a 
program advising our citizens not to buy that type of insurance. 

Mr. Doxtiver. Does the State where the company is operating, or 
where the advertising emanates, have any control over that ? 

Mr. Murrnuy. Yes, sir; they have control over the company. 

Mr. Douitver. Do your commissioners take any action or take any 
steps with respect to that kind of thing‘ 

Mr. Murrny. Yes, sir; they do. 

Well, some of them prohibit a company doing business in any States 
that is not licensed to it. 

Mr. Dotiiver. You say that they prohibit it ? 

Mr. Murrny. Yes, sir. 

Mr. Dotuiver. They cannot prohibit the advertising, can they ? 

Mr. Murruy. Yes, sir; in some instances they do. 

Mr. Do.iiver. You mean that a company in Baltimore, Md., could 
be prohibited by the Commissioner of Maryland from advertising in 
periodicals or magazines that have interstate circulation ? 

Mr. Murpriy. The license issued—let me say it this way, sir. The 
license issued to a company to do business is considered a privilege 
and not a license which gives them the right to do anything they 
want to. 

Now, I do not know what the Maryland law is on that particular 
question, but in South Carolina, if one of my companies were to 
decide to go out and do business in a State in which it is not licensed, 
then we would issue a show cause order as to why their license should 
not be revoked for doing unauthorized business or unlawful business. 
We have that discretionary power under the law in South Carolina. 
I do not know just what the law is in Maryland on that, sir. 

Mr. Dotiiver. ‘The point I am leading up to is this: It is a historical 
fact that about 50 vears ago there was a great scandal in the life- 
insurance business in the State of New York. One Charles Evans 
Hlughes was put in charge of the investigation and revealed some 
appalling conditions in the life-insurance business. ‘Thereupon the 
State of New York, through its general assembly passed some very 
stringent laws regulating the life-insurance business, which have 
been generally followed across the country, and any life-insurance 
company that can do business in the State of New York, ordinarily 
speaking, can get a license to operate any place else, because their 
laws have sort of become a model for the life-insurance business. 

Now, is there any counterpart to that in the health-insurance 
business ¢ 

Mr. Murrny. Yes, sir; I think that that would hold generally 
throughout the country. 

Mr. Dotutver. Well, where has the model law been developed, so 
to speak ¢ 

Mr. Murrny. So far as the qualifications of a company is concerned, 
there is no model law. Each State has it own requirements, and the 
company must meet those requirements. 

You mentioned New York. New York requirements are higher than 
a number of States. Therefore, it would be a very safe thing to say 
if a company qualifies in New York, they could qualify in the State 
of South Carolina. 
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Mr. Dottiver. The same thing about advertising applies to the 

radio and television. These companies advertise by those media as 
well as newspapers; do they not ¢ 

Mr. Murrny. Yes, sir. 

Mr. Dottiver. Is there any restriction or restraint upon them in 
that respect ¢ 

Mr. Murruy. May | say it in this way to you sir, that if a company 
in the State of Maryland, for instance, advertised in the State of South 

Carolina without being licensed, it would be my opinion that the only 
people that could do “anything about that would be the insurance 
commissioner of the State of Maryland; not the insurance commis- 
sioner of South Carolina. We have no jurisdiction. 

Mr. Dotiiver. Could you make representations to the commissioner 
in the State of Maryland ¢ 

Mr. Murruy. Many times I have done that, sir. 

Mr. Dotiiver. You have? 

Mr. Murpny. Yes, sir: many times; many times our citizens have 
been paid claims which otherwise would not have been paid. 

Mr. Douuiver. And that has been an effective procedure on your 
part ? 

Mr. Murvuy. Yes, sir: been very effective. 

Mr. Doutiver. Well, of course, the thing that is so disturbing to 
some of us is the fact that while the insurance commissioners are — 
we recognize they are a very sincere group of people and, of course, 
are considering the welfare of the people, there is a sort of a blank 
spot there where it involves interstate commerce where their effective 
control is limited. Would you say that that is a correct statement? 

Mr. Murpuy. | would go along with you to the extent of it may be 
ineffective, so far as the statute is concerned, although—but as far as 
the cooperative spirit among the insurance commissioners is con- 
cerned; no, sir. 1 think we have done a very good job, even on mail- 
order companies, as we refer to them, in seeing that the citizens are 
protected. 

Mr. Dottiver. Now, to change the subject just for a moment, get- 
ting away from that: Another very important feature ; another im- 
portant objective, I should say, behind this legislation is to enable or 
to encourage the coverage of catastrophic illnesses, or so-called major 
medical coverage. 

Do you have any comments to make on that in connection with this 
legislation ¢ 

Mr. Mourpny. In the analyzation of the bill, Mr. Congressman, 
we could not find where this expansion would take place. There is no 
provision for the expansion of the health insurance beyond its pres- 
ent stage, in this bill, unless the intent of the appropriation of $25 
million is to be used to supplement excess claims, which would be 
paid by insurance companies. 

Now, I do not think that there has been any thinking on the part 
of anyone that their rates, charged by insurance companies for the 
type of limited coverage today is exorbitant and excessive. The 
claims ratio is known. Therefore, I do not see how you can expand 
that to a field of uninsurables, for instance, unless you do 1 of 2 things: 

First, you must subsidize that or place at the disposal of these 
companies an amount of money to pay the excess of losses, or else 
you must increase the rates. 
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Now, the first, that is a problem for you gentlemen to decide. 

The second, I will say this, that were you to enlarge this program to 

take in uninsurables, those people who are sick at the time they buy 
the insurance, it would necessitate increasing the premiums. If that 
is done, gentlemen, then you probably will put this type of insurance 
beyond the reach of the person who actually needs it, the weekly wage 
earner. 

Those are the reasons the insurance commissioners today feel that 
we are right on top of this problem, because we are—well, let us say, 
we are doing a whole lot more work than we would like to do in 
order to keep these rates down to a level where the persons who actually 
needs this type of insurance can afford to pay for it. 

Mr. Dotutver. Now, I assume in speaking of insurance, that you are 
not including such organizations as the ‘Blue Cross and the Blue 
Shield, or are they included in the purview of authority of the in- 
surance commissioners / 

Mr. Moureny. As far as the increase of rates is concerned, and the 
necessity of increasing them, if you expand, yes, I include those too. 

Mr. Do.iiver. Well, do you in your State supervise the types of 
policy that are issue by the Blue Cross and the Blue Shield? 

Mr. Murruy. No, sir; we do not supervise the policy contract. 

Mr. Douuiver. But you do supervise the rates ? 

Mr. Murpny. We do supervise the rates. We have the power of 
examination of the company, and a few other minor regulations of 
that kind. 

Mr. Dotiiver. Is that generally the pattern throughout the 48 
States, or would you be able to generalize on that? 

Mr. Murrny. Let me state it this way. The general pattern would 
be a restricted supervision, not a whole supervision, such as we have 
over commercial msurance companies. 

Mr. Do.uiver. Is it a fact that the Blue Cross or the Blue Shield 
are not generally considered in the insurance program, but rather in 
a service program ¢ 

Mr. Murpny. Well now, I can answer that question personally. 

Mr. Dottiver. Yes. 

Mr. Murpnuy. I consider it insurance. 

Mr. Dotiiver. You consider it insurance? 

Mr. Murrny. Yes; I consider it insurance. 

Mr. Dottiver. But it is not so considered, legally, in most of the 
States, is it, or are they? 

Mr. Mourrny. Well, let us say it is a restricted form of insurance. 
Can I say it that way, sir? 

Mr. Dotiiver. Thank you, Mr. Murphy. That is all, Mr. Chair- 
man. 

The Cuamman. Any further questions ? 

Mr. Heseuron. Mr. Chairman. 

The CuatrMan. Mr. Heselton. 

Mr. Hesevton. Throughout your statement it seems to me that 
considerable emphasis is placed upon the endorsement of the objectives 
of the President’s program; but then you say you object to the bill 
itself. 

Have you any alternative to suggest ? 

Mr. Morrny. I hope that I will not-—— 
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Mr. Hesevron. Let me add this: I take it that when you endorse the 
objectives, you recognize the problem. 

Mr. Mourrny. Yes, sir; we recognize the problem. 

Mr. Hesevron. What would your recommendation be ? 

Mr. Morpny. Well, we have a standing committee of our association 
known as the accident and health committee. It is a committee of 
long years’ standing. And, this committee has considered and con- 
sistently worked on the enlargement of the health program. That 
committee today at our meeting in June, our national meeting in June, 
will have specific recommendations to make to the association as to 
_— this program may be enlarged. 

I do not know whether that answers your question, but speaking 
from an association’s standpoint 

Mr. Heseuron. Well, let me ask this, perhaps this may clear it up: 
Do you feel that in connection with this particular department there 
is any field for Federal legislation ? 

Mr. Murruy. I do not think so, sir. We make the statement in our 
paper that in 1939, 6 million people had this type of insurance and 
in 1952 there were 90 million. 

I think that that shows great progress, Mr. Congressman, and I 
believe that if this trend continues, that every person who is entitled 
to and who wants to buy health insurance will be given an opportunity 
to buy it. 

I think that the number today who have not had an opportunity to 
buy this insurance is very small. 

Mr. Hesevron. Are you familiar with the testimony of the repre- 
sentative of the Blue Cross before this committee on this subject ? 

Mr. Morpny. No, sir; I am not. 

Mr. Heseron. I think that I can tell you that he endorses the bill, 
and said that the Blue Cross said that it would take advantage of it 
if it became a law. 

Now, that covers a pretty large field. 

Mr. Mourpny. Yes, sir. 

Mr. Hesevron. And to the extent that they were able to move faster, 
perhaps gather more detailed information at a greater speed or more 
quickly, and e xperience more quickly, it would seem to me that would 
be some advantage in having this sort of a setup. You disagree with 
that ? 

Mr. Murpny. Well, may I discuss this from the State level ? 

Mr. Hesevton. Yes. 

Mr. Murry. My own State? 

Mr. Heseuron. Yes; certainly. 

Mr. Moureny. I just do not see how the bill, as it is drawn today, 
will help the Blue Cross or Blue Shield program in South Carolina. 

Now, I do know for a positive fact that since the Blue Cross opera- 
tion started in South Carolina, it has been necessary for them to in- 
crease their rates 2 or 3 times. 

Now, if that be true, unless you are going to appropriate money to 
pay excessive losses, then I do not see how it would help the situation 
too much. 

Mr. Hesevron. Well, you do recognize there is, in the population 
as a whole, a large uninsured group of people; some of them because 
they cannot afford it—and that, I suppose, is primarily a local com- 
munity program, or at least a State problem. 
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There have been suggestions that perhaps that should be taken care 
of, in the sense that the States or the local communities might see fit 
to take up the insurance, with the net result being that that would be 
a burden on the community. 

But, there is a vast area of people who could be insured but—let me 
put it this way—who would like to be insured, but who cannot, because 
of the fact that they are not connected with some particular group. 

To the extent that this particular program would make it possible 
to cover in more people, it is important. 

And then, saatied development or suggestion has reference to some- 
thing which concerns every member of this committee who has heard 
the testimony and that is the very important matter of helping, in 
connection with catastrophic illnesses, trite people who have been able 
to save something, maybe. They are in moderate circumstances, but 
their savings are wiped out. 

To that extent, even though it is admitted by the department that 
these are experimental measures, and they frankly make no claims 
that it will cover the whole situation—to that extent, do you feel that 
it is not a worthwhile undertaking ? 

Mr. Murpuy. No, I do not think it is, sir. I think that the progress 
that has been made as shown over the past 10 or 12 years in the dev elop- 
ment in the enlargement of this business, has shown that it will be 
continued, sir, and—— 

Mr. Hesevron. I cannot hear that. Will you repeat that ? 

Mr. Murpny. I say, if the past 10 or 12 years’ experience in the 
business continues—and there is no reason why it should not—when 
you consider that there has been a 1,500 percent increase in insurance, 
health insurance, among people 1 in this country, then I do think that 
the insurance companies, the nonprofit carriers, that are operating 
today, can do the job. 

Mr. Heserron. Thank you. Well, in that connection, let me say 
this, on my own responsibility—and I will assure you of that—I can- 
not, for personal reasons give you the actual insurance companies, 
beyond the testimony of the Blue Cross before this committee, but 
I am able to say to you that at least some of the standard insurance 
companies have become actively interested in this. Some officials of 
the standard insurance companies have told me very frankly, that 
although they are not at all certain that this is a good solution, they 
are not, say, enthusiastic about it, they have said to me that if the 
bill became law they would definitely take advantage of it. 

Now, if this committee has any assurance that such substantial and 
standard groups would find this bill a source or a means of expanding 
the programs more quickly, would you still say that it is not a useful 
bill or does not serve a useful purpose ¢ 

Mr. Murrny. I just have not been able to see the purpose that will 
be served by the reinsurance program, Mr. Congressman. I mean 
if this $25 million is to be kept intact. 

Mr. Heserton. I appreciate your entire sincerity, and I think you 
are making a useful contribution in terms of your thinking, and that 
of the insurance commissioners, and I am asking these questions in 
an attempt to get the facts in my own mind. 

Would your opposition be so firm if you could be convinced that 
beyond the Blue Cross, which, of course, is doing a magnificent job— 
and everybody admits it—if, beyond that, some of our standard regu- 
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lar line carriers would say that they would take advantage of it, 
would you still feel that it is not a useful experiment? 

Mr. Mureny. May I answer your question by telling you before 
[ came here this morning I visited with some of the officials of the 
Department of Health, Education, and Welfare. 

The Carman. Will you speak a little louder, please / 

Mr. Murpny. I visited with some of the people in the Department 
of Health, Education, and Welfare, and assured them of the whole- 
hearted cooperation of the National Association of Insurance Com- 
missioners in any program that they might devise. 

Mr. Hesevron. I am sure of that. 

Mr. Mureny. That would improve the health of the country. 

Mr. Hesevron. I am sure of that. 

Mr. Murenuy. Frankly we are, and for years, have encouraged 
this in our organizations. We have had a standing committee, and we 
are very definitely interested in the improvement of the health of the 
country. But, we fail to see, Mr. Congressman, where this bill as it 
is drawn today will improve that. 

I might go back to say this, of the $25 million which is to be ap- 
propriated, if it is to be kept intact and not to be used for excess of 
claims, then there is no inducement under the bill for the expansion 
of the health insurance in the country. 

Mr. Heserron. Let me ask you one more question then. 

I am a little confused by the reference to the socialization of—I 
think, “socialization” is the word that you used several times in here. 
I do not know exactly what you mean by “socialization,” nor do I 
quite understand how this bill would tend to bring about what I 
assume you fear when you use that word. 

Certainly, the Department in testifying here disclaimed any 
thoughts of endorsing or promoting or encouraging socialization, and 
we all know that the President has specifically said that this adminis- 
tration was not going to have any part in any socialization of medi- 
cine. I take it that you will grant immediately that there is no such 
an attempt. 

But, I take it that you also feel that the bill itself rather attempts 
to go down that path. Will you spell that out a little bit? 

Mr. Murreuy. Mr. Congressman, if we led you to believe in our 
statement that we think this is a bill that will socialize anything, then 
we were wrong in the language in our paper. We do not think that at 
the present time there would be any socialization of anything; but we 
are fearful of what might happen in the future on that particular 
phase of it. In the future it is entirely possible that because of what 
I pointed out to you a minute ago, if it becomes necessary that the 
Federal Government appropriate the money to absorb excessive losses 
because of an inducement which might be offered, then eventually the 
subsidization of that particular part of the business would possibly 
cause insolvency of enough compamies that the Federal Government 
would then have to socialize the program. It is not the present we 
are speaking of when we have reference to socialization, and I am 
sorry if we gave you that impression. We did not intend it that way, 
sir. 

Mr. Heseiron. Well, just what would be socialization in your opin- 
ion? What is socialization ? 
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Mr. Morruy. When the Federal Government reached the point.that 
they were absorbing more than 50 percent of the losses with the tax- 
payers’ money. I mean, that is my offhand opinion. 

Mr. Heseiron. And that is what you think or suggested in the 
phrase or words used in the statement. 

Mr. Murpuy. No, sir; no, sir; that was not the intention; not at 
the present time, but in the future, and as this program goes along it 
is entirely possible it might happen. 

Mr. Hesevron. Mr. Dolliver raised the question about some of these 
complaints about cancelization and such as that. 

I do know that a great many coanne nD have reached the committee 
and I do know that 2 States—and I do not think it is fair to mention 
them specifically, because I do not know how well founded the com- 
plaints are—that in 2 States, they have jurisdiction over more than 
half of the companies involved. 

You have stated that the regulations within the States vary. Some 
of them have high standards, and the States have different standards. 
Possibly some others have alluded to this. 

How active are the insurance commissioners, as a group, in analyz- 
ing complaints and doing something in their own States? 

Mr. Murry. I would say, Mr. Congressman, that the complaints 
are handled on the individual basis. 

Now, where there is a common complaint of operation or abuse by 
a company, then that gets to the national level, as far as the associa- 
tion is concerned, and the committee which has to do with that par- 
ticular phase of the insurance business then attempts to find some 
solution. 

Mr. Hesetton. Well, what you call the national association; does 
that have an active committee ‘charged with the responsibility in this 
particular field? 

Mr. Mureny. Oh; yes, sir. Yes, sir. The committee is, I think— 
well, let us say, I have been in this business since 19: 28, and they did 
have this committee at that time. I have not been an insurance com- 
missioner that long, but actively engaged in the insurance business 
since 1928, and that committee was a standing committee at that time. 

Mr. Hxseiton. That is all, Mr. Chairman. 

The Cuatrman. Are there any further questions, gentlemen ? 

Mr. Rocers. Mr. Chairman. 

The CuHairman. Mr. Rogers. 

Mr. Rogers. I would like to ask the Commissioner one question. 
It is pretty well recognized that reinsurance does not make the unsur- 
able risk insurable? It does not supply money for those who are not 
able to take insurance under the present system. 

Mr. Moureny. I do not know whether I get your question correctly 
or not, Mr. Rogers. 

Mr. Roaers. I say, the principle of reinsurance does not make it 
possible for the eli risk to become insurable. 

Mr. Murruy. No, sir. 

Mr. Roerrs. Does it ? 

Mr. Murrny. No, sir. 

Mr. Rocers. And it does not provide any money to take care of 
the person who cannot take advantage of insurance. 

Mr. Murrny. No, sir. 
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Mr. Rogers. And it is also an encouragement for some of the com- 
panies to more or less experiment, possibly in reducing rates, so 
that the Government will have to come in and take care of whatever 
losses there are, reinsurance losses. Is that not so ¢ 

Mr. Murreny. That is right. I would be glad to say this, sir, from 
the standpoint of a layman in the insurance business—I am not a 
technician or an actuary—I am neither of those, that reinsurance is a 
program whereby the risk may be spread, but first, in the first instance 
there must be an adequate premium for the insurance. Therefore, the 
reinsurance of that risk does not in any way affect the insurability of 
the risk. It merely spreads the risk to one or more carriers, we will say. 

Mr. Rogers. And provides no money for those who want to come in 
and take advantage of it. 

Mr. Mourrny. No, sir; not unless the initial premium is large 
enough to cover that particular hazard. 

Mr. Rogers. And those are things that have been left to the insur- 
ance company, and have been used by the insurance companies to lessen 
their losses by reinsurance, and because of the fact that they can 
reinsure with the Government, I do not know whether I make myself 
clear. 

Mr. Morpny. Would you mind stating that question again? 

Mr. Rogers. In other words, the reinsurance principle is to help the 
insurance companies reinsure against their losses. If this program 
were set up, and a fund of $25 million as provided for here were set 
up, as I understand it, now that is subject to reinsurance, to cover cer- 
tain risks. Now, would that not be more or less in the interest of the 
insurance companies than it would those who want to get lower 
insurance ¢ 

Mr. Mourrny. What was that last? Would you restate that? My 
hearing is not too good. 

Mr. Rocrrs. Maybe I am not making myself clear, but do you not 
think that this fund that we are setting up, instead of helping the man 
out here that wants to come in, that it helps the insurance companies 
to bear any loss that they may stand while underwriting them, or by 
the writing of insurance policies that will help the insurance 
companies ¢ 

Mr. Morrny. I think if the purpose of the money which you would 
appropriate is not to pay excessive losses, thereby depleting this fund 
of $25 million, but if that is to be kept intact, as I stated a moment 
ago, Mr. Congressman, I do not see how that will help broaden the 
health service or health insurance in this country. 

Mr. Rocers. That is what I am asking. 

Mr. Murrry. No, sir; I just do not see it. There is no way it would, 
because the carriers would have to pay a reinsurance premium to the 
fund in order to keep the fund intact and there 

Mr. Rogers. Is it not a fact that today reinsurance is available, 
under the system of private enterprise to take care of it? 

Mr. Murpny. Well, I do not think that any of the carriers today 
who are writing this type of business are finding any difficulty in ob- 
taining the reinsurance that they want, from private sources. I have 
not heard that they are experiencing any difficulty. 

Mr. Rogers. Well, I believe that one of the provisions is that it will 
only reinsure abnormal] losses. 

Mr. Morruy. That is right. 
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Mr. Rocers. And necessarily, that is one of the statements for the 
reinsurance, that it would cover abnormal losses. 

Mr. Murpny. Yes, sir. 

Mr. Rocers. Then, the supposition would be that the Government 
was just coming in and taking care of the losses; taking care of these 
companies by absorbing their abnormal losses. 

Mr. Murpeny. Yes, sir; but that is not the purpose behind the appro 
priation of the $25 million, is it ¢ 

Mr. Rogers. There has got to be that absorbing of the losses before 
they reinsure. 

Mr. Mourpny. Yes, sir. And if the company, the original com- 
pany, is to take what is, we might say, a hazardous risk or a group of 
people at the present rate, they certainly will have abnormal losses, 
and to have abnormal losses, then where is the money to come from 
to pay those abnormal losses, if you are to keep your $25 million fund 
intact ¢ 

Mr. Roeers. It would come from this $25 million that we are setting 
up? 

Mr. Murreny. If that is the purpose of the $25 million and you want 
to expend that each year, and appropriate $25 million next year for 
the same purpose, then you may broaden the insurance scope—I mean, 
this field—some ; but that is not the way I read the bill. As 1 read this 
bill, this fund was to be maintained, and it would not be an annual 
appropriation. 

Mr. Rogers. Well, reinsurance up to the sum of $25 million, 

Mr. Morpny. Yes, sir. 

Mr. Rogers. Then, I do not see how the Government could partici- 
pate further, under the provisions of the bill. 

Mr. Murrnuy. Unless you make another appropriation. 

Mr. Rogers. Yes. And, there is more or less the principle of sub- 
sidy involved, is there not ¢ 

Mr. Murpny. Yes, sir. 

Mr. Rogers. That is all, Mr. Chairman. 

Mr. Sprincer. Mr. Chairman. 

The Cuamman. Mr. Springer. 

Mr. Springer. Mr. Murphy, all of the testimony 1 have heard before 
this committee leads me to believe that there are about four insurance 
risks in this country that nobody wants. First is the unemployed; 
second, those above 65 years old, for the most part; we will say those 
with catastrophic illnesses and the indigent. 

Mr. Hesevron. The incurables. 

Mr. Sprincer. The incurables. 

Now, you have 90 million people insured. I believe the last census 
showed that we had around 160 million people. 

Mr. Murrny. That is right. 

Mr. Sprincer. That leaves 70 million uninsured. Let me ask you 
this. Do you feel that our program in this country is satisfactory 
with 40 percent of the people uninsured ¢ 

Mr. Murpny. I think you must consider, Mr. Congressman, the 
fact that in that 70 millon people, a large group of those people 
would not buy insurance. They just will not buy insurance. You 
must consider your military people; disconnected service people; you 
must consider that there is a number of people in this country that 
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get free medica] service from religious denominations; that there is a 
number of big corporations in the country who furnish health pro- 
grams for their employees. 

Mr. Sprincer. All right; take the 70 million and take all that group 
that you name. How many million people is that? You have got 
31% million people in the service. 

Mr. Mureuy. How many? 

Mr. Sprincrr. 314 million people in the service. 

Mr. Murruy. Yes. 

Mr. Sprrincer. Roughly. 

Mr. Murer. Yes. 

Mr. Sprincer. That is the largest group, is it not, possibly uninsured, 
the largest single group ¢ 

Mr. Moureny. Well your Veterans’ Administration would add a 
great number to that, you see; disconnected services; disability and 
those. 

Mr. Sprincer. All right, let us add 5 million. We will say that 
that would be 5 million. Now, what other large group do you have? 

Mr. Mourrny. Well, I think the Standard Oil Co. 

Mr. Srrrncer. What? 

Mr. Murrny. The Standard Oil Co. I think has a health program 
for their employees. 

Mr. Serrncer. Let us add another 2 million for that type of em- 
ployees. 

Mr. Mureny. The Bell Telephone Co., I think, has a health pro- 
gram. 

Mr. Serrncer. All right, that might be some 450,000. 

Mr. Murrny. Of course, there are just a number of people, and 
numbers of other corporations. 

Mr. Sertnocer. Let us say that we add everything together and have 
10 million. Ido not think it would be over 10 million. 

Mr. Murrny. You have got 20 million veterans. 

Mr. Springer. You haven't got 20 million veterans under any pro- 
gram for health insurance. 

Mr. Morenuy. But they are entitled to hospitalization benefits and 
those kind of things. 

Mr. Sprincer. They are only entitled to them if they are not able 
to supply them themselves, and we have only got 128,000 beds in those 
hospitals, so that that is an insignificant number. I am familiar with 
that, because I am on the committee. You have got 20 million vet- 
erans in this country, but you haven’t got 20 million veterans who are 
entitled to hospitalization. They are only entitled to it when they 
cannot pay for it themselves. 

But, when you put the entire number together you are going to find 
that the maximum number would not go over 15 million. That leaves 
still 55 million ame 300 

Mr. Murruy. Are you also considering those people who are, 
through the States, receiving medical care, the permanently disabled 
people and people in mental institutions, and those things. Would 
you say that that would be included in that 15 million? 

Mr. Sertncer. I would say that you would not have over 15 million, 
if you add them all together. 

Mr. Moreny. Frankly, I do not have the statistics. 
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Mr. Srrincer. I do not either, but I would say that if you put them 
all togeher it would not exceed that number. You speak of the two 
large groups, that is, the armed services, and those of the veterans. 
Those are the two largest groups; but I still say that we have got a 
very, very large group of people, Mr. Murphy, whe are uninsured, and 
do not have any medical care at all. 

Now, I do not believe that you can say that our system in this 
country is going to work out satisfactorily for the health of this 
country or you can say that the health of the people in this country 
is in good hands, so long as the people are not able to supply their 
own medical needs. Now, we have had a lot of testimony before 
this committee in weeks gone by about the uninsured and I have asked 
this one question repeatedly: How many people are there in the coun- 
try in these four classifications? We do not know. There does not 
seem to be any clear figures on it. 

But it seems that the very minimum that you are going to have is 
around 20 million people that are in these four classifications that are 
not able to supply any medical care of any kind. In other words, 
those are people who are in destitute circumstances. They may get 
along from day to day, but they have no way of supplying medical 
care for themselves. ‘They just do not have it. They can live, and 
they can exist, but they do not have anything to take care of that 
kind of a situation. 

Now, you have got a great marginal group on top of that that 
nobody is clear about. I think there is testimony to that effect. 

But, you have got a group of 55 million people that are not insured. 

Now, the thing that disturbs this committee is, and we have had 
group after group after group after group, come here like you, in 
good faith, but they come forward with nothing constructive. 

All we are trying to do now is to get up a program which we think 
will help alleviate that situation. We do not have any answer to it. 
Nobody comes forward and says we think here is a program which 
we suggest that will take care of the situation and meet the objections 
that we have, the objectionable features that we do not like. 

Now, if we put in all of the things that you have suggested here, I 
do not think that that would result in a satisfactory program, as I 
see it. 

Mr. Murrny. I would like to say this to you, sir, that if we have 
left the impression here that we are somewhat in opposition to the 
whole field, all the changes contained here, that we are just against 
it, we do not mean to leave that impression. 

We certainly would like to work with you gentlemen and would 
like to work for any health program in the country that would be in 
the public interest; and I think after June of this year, when our 
association meets, that we will have some definite recommendations 
to make as to how the health program can be improved, and the 
coverage may be just a little bit broader; but in connection with that, 
Mr. Congressman, may I say this to you, sir, that I quoted some sta- 
tisties to you as to the number of agents licensed in one particular 
State. They have in that one State an agent to each 215 people, and 
that includes everyone; includes your service people; includes your 
disabled people; I mean your veterans; it includes your mental, in- 
capacitated. 
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I mean it includes all of those people, Mr. Congressman, and you 
must realize that these agents who are licensed by this Department 
are out there every day making their bread and butter by selling 
this type of insurance. So, if this type of insurance is made available 
to a person, I do not know how else you are going to do it, when 
these guys actually earn their bread and butter in selling that insur- 
ance to the people, and when you have 1 agent to each 215 people— 
and remember that he has to work a full year—so, the program is 
progressing. And, I would like to point back to this, that I do not 
think that the progress made since 1939 in this business is something 
that you can forget. In that progress there was from 6 million people 
in 1939 to 90 million people in 1952 insured. I think that that is a 
very, very credible increase. 

Mr. Sprincer. Let me ask you this, Mr. Murphy. Now, you are 
taking credit for that. How much of that business has been Blue 
Cross and how much has been standard insurance companies’ business ¢ 

Mr. Murrny. That I could not state. 

Mr. Srrincer. Would you not say that the overwhelming amount 
of that business was sponsored by the Blue Cross and _ associated 
organizations ? 

Mr. Mureny. No, sir; I would not. 

Mr. Sprrncer. Has it not in fact, or was not that original program 
carried forward by the Blue Cross and did not the Blue 5 do 
practically all the spadework that was done in connection with it? 

Mr. Murpuy. I would say that the Blue Cross had a great deal of 
expansion, perhaps, but I do not think that the majority of this 
business would be in the Blue Cross. 

Mr. Sprincer. Would you think that the majority of the 84 million 
people who have been insured since 1939 are in the Blue Cross? 

Mr. Murruy. No, sir; I would not say that. 

Mr. Sprrncer. You do not know whether that is true or not? 

Mr. Murrny. I do not know. I am just estimating something. I 
do not have any facts on that. But, I would not believe that this 
expansion, the majority of this expansion, has been created by the 
Blue Cross alone. - 

Mr. Sprincer. May I ask you this: Does the testimony here indicate, 
since we seem to be in a division here between the Blue Cross and 
associated companies, and the standard companies, one of which is 
opposing this legislation and one of which is recommending this legis- 
lation—can you explain the difference in the testimony ? 

Mr. Mourruy. No, sir. 

Mr. Srrincer. Both of them taking the same—— 

Mr. Murrny (interposing). No, sir; I have not talked with those 
people. I do not know what their motive was in either opposing or 
endorsing the legislation. 

Mr. Sprincer. May I ask you this question: It is anticipated by this 
legislation that the Government will take some risk; is it not ? 

Mr. Mourpny. I do not read that in the bill, sir. 

Mr. Sprincer. That the Government will take a calculated risk. 

Mr. Mourpuy. That they will not take any risk, so far as the $25 
million is concerned. I do not read that in the bill. Now, that may be 
the intent of the bill, but I do not read it in there, sir. If that is the 
intent of the appropriation, sir, then I say this, that definitely you can 
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expand the health program if you are going to absorb the abnormal 
losses with the $25 million. If that is your purpose, I will agree 
wholeheartedly that you can expand this program. 

Mr. Sprrncer. The bill reads in part: 

Sec. 308. (a) * * * *, any balance in such account there shall from time to 
he transferred to the fund (or to any account within the fund), as advances of 
capital, such amounts as the Secretary determines are required for the purposes 
of the fund (or of such account within the fund). 

Does that not anticipate that she may take—— 

Mr. Mourpny (interposing). I do not have a copy of the bill 
with me. 

Mr. Sprinoer. I am reading from page 31. Does that not sect: 
that they are taking a risk there, that losses might be anticipated, or 
it might be anticipated that losses would occur ¢ 

I am reading from section 308, page 31. 

Mr. Murpny. Well, if there were any balances left in the fund. It 
was my thought that the $25 million was to be used similar to that of 
the eapital stock of an insurance company and that that fund must 
be maintained at all times. 

Now, if it is the purpose, Mr. Congressman, to expend this $25 mil- 
lion to pay abnormal losses, then I think you would give overencour- 
agement to certain classes of insurance companies to extend their 
program. 

Mr. Spertncer. All right. Now, I think that we have reached at 
least the crux of what you think about this bill—and that is the crux 
of the bill, whether or not we will determine to do that one thing. 

Mr. Morpuy. That is right. 

Mr. Sprincer. The intent to expand this coverage to cover this group 
of people who are not now covered; is that right? 

Mr. Murpny. Yes, sir. If that is the purpose of the $25 million, 
I agree with you that you can expand certain of the insurance, health 
insurance programs. 

Mr. Sprincer. All right. Let me ask you at that point, would you 
recommend that for passage ? 

Mr. Morpny. No, sir: I would not. 

Mr. Sprincer. What would be your reasons for not recommending 
it? 

Mr. Murpny. Because I think that the Federal Government would 
be subsidizing the insurance business. 

Mr, Sprincer. Would you be against that under any circumstances? 
_ Mr. Mureny. Yes, sir: because, Mr. Congressman, talking to you 
just, as, just as an American, I believe in free enterprise in business, 
and the insurance business has been a wonderful example of free enter- 
prise, and I do think that the insurance business, if it becomes subsi- 
dized by the Government, then that free enterprise goes out of the 
window. 

Mr. Sprrincer. Under this bill, you see no other way that these 
people in question, whom I have enumerated here, could be insured un- 
less the interpretation which I have given to this bill, is given. 

Mr. Murray. As it is: yes, sir; if it is the plan to expand this $25 
million to pay abnormal losses, then, I will say that the program of 
health insurance can be expanded. , 

2 Mr. See Just this last question, Mr. Chairman, and IT am 
through. 
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Has it occurred to your group that ix such a bill is not enacted, and 
that this country should take a sharp turn to the left, that as an al- 
ternative to this proposal, you might get socialized medicine ? 

Mr. Murrny. No, sir; we had not gone that far in our thinking, pos- 
sibly. There was not discussion of it in connection with this pa. 
And, it is a new thought to me, if I might say that, sir. 

Mr. Sprrncer. As between the two alternatives which I have sug- 
gested here, if such a situation took place in the United States, whic 
of the two alternatives would you recommend as in the best interest of 
all of the people of this country ? 

Mr. Murrny. That is a rather hard question for me to answer right 
on the spur of the moment, sir. 

Mr. Sprincer. Without going into it too far, Mr. Murphy, you real- 
ize that that isa general possibility, do you not? 

Mr. Murrny. [had not thought so, sir. 

Mr. Sprincer. We were in England last fall and covered all of these 
countries in Europe, and that is exactly what took place there. There 
was no alterantive and it got to the point ultimately where they went 
to socialized medicine. 

That is all, Mr. Chairman. 

The Cuarmman. Are there any further questions? 

Mr. Sraccrers. Mr. Chairman, I would like to add a comment, to 
what Mr. Springer has said: I have this comment to make on the bill, 
that the issues brought up here have worried me, so far as these people 
who are not covered are concerned, whether we are taking into consid- 
eration any way to take care of those people. If we are going to, as 
I think the bill does, subsidize insurance companies or insure them 
against loss—and that is the way the bill looks to me—and say that I 
think that we are going to have to look further to determine it. 

The Cuarrman. I assume that there is no objection on the part of 
the gentleman from Illinois to having the comments of the gentleman 
from West Virginia added to his comments. 

Are there any further questions, gentlemen ? 

Mr. Youncer. Mr. Chairman. 

Mr. O’Hara. Mr. Chairman. 

Mr. Youncer. I will yield to Mr. O'Hara. 

Mr. O'Hara. I was just going to add what I think is an appro- 
priate statement to the statement of our distinguished colleague from 
Illinois, Mr. Springer. I want to add my observation of the studies 
of the socialized medicine situation over in England was, and the con- 
clusion I came to, was that after they got into it, they could not figure 
out how they could get out of it. I would just like to add that 
philosophy. 

The Cuarmman. As long as you are talking about the British and 
what was noted, I noted that the attitude of both of the doctors and 
of the patients in England when we were there last fall was that they 
wanted to continue with it, 

Mr. Sprrncer. May I say at that point, that being a member of the 
committee, I went into the two viewpoints, that of the distinguished 
chairman, and the distinguished gentleman from Minnesota, Mr. 
O’Hara. At the time that the gentleman from Minnesota was over 
there, I think that very probably that was the viewpoint as expressed 
by him, but when we were there in 1953, it was undoubtedly accepted 
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by the medical. asseciation—we talked with the doctors, and we talked 
with the patients, with the representatives of the British Medical Asso- 
ciation, who made no bones. about it; they were for it and it had been 
accepted, by the, British Medical Association, and by the doctors. 

But, there had been a great turn in sentiment between the time that 
the gentleman from Minnesota, was there and 1953, and I was quite 
surprised, to be frank about it. 

The CHarrman. That was the impression that was made upon me. 
I was surprised at the general acceptanee of the system. Of course, 
in the 4 years that intervened, many of the so-called bugs in the pro- 
gram in the beginning had been eliminated, so that it was a much 
more satisfactory one. 

We were cautioned to be careful because there were some who seemed 
to think that the British had acted too quickly and too broadly; that 
it would be better to make it more gradually. 

But, the best evidence of the acceptability of the system that they 
have over there is the fact that no political party has as yet. given 
any intimation that it would make any move to change it. And, that 
includes the Churchill party, which is considered conservative. 

Are there any further questions, gentlemen ! 

Mr. O’Hara. Mr. Chairman, may I make one comment, so far as 
my viewpoint is concerned in connection with this business, er any- 
thing that might seem socialistic. It is like ether. . You take a little 
bit and it grows on you and you finally become numb, and then it 
does net make any difference what you do, 

But, I want to say that I hope we never get in the position of our 
good friends the British, in their socialist program, not only with 
medicine, but otherwise, when we will just accept it and say that that 
is the answer, or having gotten into it, that we have not got the 
American spirit to get out of it. 

That is all the worry I have. 

The CuatrMan. In that connection, I think that what the gentle- 
man from Illinois, Mr. Springer, said a moment ago was very wise. 
He said these folks, in effect, that those who were opposed to im- 
proving the health legislation had better recognize that if vou do not 
do something then those who are opposed to socialized medicine may 
be faced with a situation which is the result of their failure to take 
advantage of the opportunity now to deal with this subject in a very 
reasonable way. 

I have in mind a political leader in our State, a man of no great 
book learning, but one who knew psychology perfectly. I remember 
on one occasion he expressed the opinion that “You cannot beat some- 
body with nobody.” I think that the same is true with reference to 
many of these things, so that those who are opposed so violently to 
socialized medicine—and I think that all of us are opposed to it— 
better recognize the fact that you cannot beat socialized medicine with 
nothing. You have got to have something to take its place, 

I think that that is the spirit in which we have been working, one of 
a desire to avoid socialized medicine, but at the same time to do some- 
thing that would make it impossible for the necessity to arise that 
someone might think there should be socialized medicine. 

Now, Mr. Younger, you have tried very hard to get recognition. 
I am sorry that it has been so long. 
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Mr. Youncer. That is perfectly all right, Mr. Chairman. 

Mr. Murphy, you made the statement a while ago that this would 
have to be expanded to the field of uninsurables, if it had any beneficial 
effect it would have to, as you made the statement, be expanded to 
the field of uninsurables. Is that a correct statement? 

Mr. Morpny. Did I include any other group with that? 

Mr. Youncer. No. 

Mr. Murpny. Well, I do not mean to say that that is the only expan- 
sion in this particular class of insurance, would be to the uninsurables. 
If I made that statement, I did not mean to infer that the only people 
left uninsured today were uninsurable people. 

Mr. Youncer. No; but you were talking about, and the question was 
asked about the use of this fund, that is, if the fund were to be used 
and we were to expand the field, and you said then the only expansion 
could be in the field of the uninsurables. 

Mr. Murpeuy. What I intended to say then was that the expansion 
could be taken into the field of uninsurables, if there was enough money: 
available to pay the losses. 

And, may I say this to you, Mr. Congressman, that there is an old 
saying in the insurance business, that you can insure a burning house, 
if you get enough premium for it. 

Mr. Youncrr. That is correct. 

Mr. Mourrny. Now, if you have the money made available from the 
Federal level to take care of the abnormal losses, then the commercial 
carriers and the nonprofit carriers can go into the field of uninsurables, 
and insure those people. 

Mr. Youncer. Yes. Now, to go back and refresh your memory, you 
were talking about, in one case, if the fund were not used, then it 
would be of no value. I mean if it is a sterile fund, then it would 
not benefit anybody. 

Now, if it is going to be used, then you made the statement that the 
expansion would go into the field of uninsurables. 

Mr. Mourpny. Well, it certainly could be, if the money were avail- 
able for that. 

Mr. Youncer. That would be the field then that it would go into. 
You used those exact words. 

Mr. Murpeny. Well, I think that that would be. 

Mr. Youncer. What? 

Mr. Murrny. Maybe I was not quite as careful as I should have been 
with my words, sir; but I certainly did not mean to leave that impres- 
sion with the committee, that the entire fund would be used to insure 
uninsurables, only. 

Mr. Youncer, No; but I mean your general thinking is that if the 
fund is to be used for expansion, and if the companies were to take 
advantage of it, it might go into the field of uninsurables. Is not 
that your thinking? 

Mr. Morpny. Yes, sir. 

Mr. Youncer. All right. Now, what I want to know from you is 
this. Does the field of uninsurables change from year to year? 

Mr. Mourprry. It is entirely possible; yes, sir. 

Mr. Youncer. So what is today considered uninsurable might very 
probably 2 years from now be an insurable risk and the companies 
would write it? 
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Mr, Murpuy. Well, I was not thinking about it in that way. 

Mr. Younerr. But is that true? 

Mr. Mourpuy. It is entirely possible that a person who today may 
have an illness, can be cured within the next 2 years and then become 
an insurable risk. Yes; 1 admit that. 

Mr. Younger. Well, is it not true that in the normal development 
of the prepaid health insurance, of the companies that are covering 
it today, that they are writing more liberal policies than they did 5 
years ago? 

Mr. Moreny. That is correct. 

Mr. Younger. That is, 5 years ago those that they are insuring 
today, some of them, were considered uninsurable 5 years ago / 

Mr. Morrny. That is perfectly right, sir. 

Mr. Youncer. All right. So that when we speak of the field of 
wninsurables today, you are thinking of somthing that may be unin- 
surable today, but if the companies actually went into that field and 
wrote it, and found out that they could be covered by a satisfactory 
premium, they would be considered insurable? 

Mr. Morpny. Yes, sir. 

Mr. Youncer. Now, that has been the purpose of this whole pro- 
gram, at least as presented to us, that is, encouragement to go into the 
fields where this expansion and the development might be a little 
more rapid than through the normal competitive methods by which 
we have reached the new fields in the past. 

Mr. Murruy. There would necessarily have to be an analysis or 
study of those things and a determination of what the rates would 
have to be, if you go into those fields. 

Mr. Younaer. Very true. 

Mr. Morrny. Now, if that be true, I will go back to one statement 
I made a few minutes ago. If the insurance carrier is not to expect 
a reimbursement from this fund for the risk that he takes beyond his 
actuarial experiences, and what his actuaries have determined are 
insurable risks, if he is to be encouraged to do that without first an 
merease in rates or else a fund here to supplement his excess losses, 
he will find that eventually, or you will find that eventually you will 
have some insolvent insurance companies on your hands. 

Mr. Youncer. Well, on page 5 of your statement you make this 
statement : 


Real encouragement and stimulation of private health service plans almost 
has to take the form of benefits which are more valuable than the costs. 


Mr. Murpnuy. That is right; yes, sir. 

Mr. Youneer. All right. 

Now, to go back to your statement, is that contrary to the statement 
that you just made to us? 

Mr. Murpny. I do not think so, 

Mr. Youncerr. You just said that what was considered an uninsur- 
able risk 5 years ago, today, a company could now insure, without the 
thought of a loss today, a risk that could be covered without a loss. 

Mr. Mvurrny. I just don’t quite follow you on that. 

Mr. Younger. All right, let us go back. You made the statement, 
and agreed that the prepayment health carriers today are writing and 
insuring on much more liberal terms than they were 5 years ago. 

Mr. Murpuy. Yes, sir. 
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Mr. Youncer. That 5 years ago those same terms, if you went to 
the carrier and asked them for the coverage, they would say “No, we 
cannot give that to you, because they are not considered an insurable 
risk.” ‘That is true, is it not? 

Mr. Mourpuy. Yes, sir. 

Mr. Youncer. All right. Through their experience in 5 years.they 
have found that it is an insurable risk, and they are writing them 
today, and most of the plans are better. 

Mr. Murrny. But you must take into consideration, Mr. Congress- 
man, that during that 5 years there has been a change in those plans. 
There has been a change in the policy, and those are the things which 
might have eaused the expansion of that particular thing. 

Mr. Younegr. Surely. 

Mr. Murrny. Now here is one point that we would like to make to 
you, sir. If you go too far, too quick, in an expanding program, it is 
going to necessitate either 1 of 2 things, sir, either an appropriation 

rom the Federal Government to pay abnormal losses or increase in 
rates. 

Now, when you increase the rates of this insurance—and for your 
information, sir, we have an interim committee down in the South 
Carolina Legislature working on this thing that I am discussing with 
you now, and they are convinced that if you restrict and you take out 
certain restrictions in policy contracts, and broaden the coverage and 
go.out with that, that you are going to put the cost of that insurance 
beyond the reach of the person who actually needs that, the weekly 
wage earner, who is the person who actually needs it. 


Now, I do think this is true, thagegh the experience that has been 


accumulated over the past years and the experience with the program 
up to this point, that within the next few years I do not think we 
have too much of a problem as far as this is concerned. That is my 
own personal opinion. 

Mr. Youncer. How do you mean that we will not have much of a 
problem ¢ 

Mr. Murry. I think the program—I mean with the 1,500 percent 
increase in 13 years, which the statistics show. 

Mr. Younerr. Surely. 

Mr. Mureny. If that trend continues then it will not be too long 
before anyone needs insurance and is able to buy insurance will be 
able to get it, even if maybe he is slightly uninsurable. 

Mr. Youncer. Well, he may not be uninsurable under standards 
5 years from now. 

Mr. Murruy. That is exactly what I am trying to say. 

Mr. Youncer. But he is considered uninsurable at this time. 

Mr. Morruy. That is right, and that is what I am trying to say to 
you, as we go along and these experiences are tabulated, then the com- 
panies will beatin this field, by various means. Maybe we will start 
as you do in life insurance, classifying people for health insurance. 
Maybe your age will come into the picture. There are many factors 
yet to be developed in this, and I do not think, I frankly do not think, 
that the reinsurance program will develop those factors. 

Now, we must admit this, Mr. Congressman—— 

Mr. Youncer. Let us go back right there. That, to me, is the crux 
of this whole thing. You do not believe that any assistance on the 
part of the Government will tend to encourage the companies to do 
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this thing which you say they are going to do in the future, more 
rapidly than they can do it through the competition between the com- 
panies. Is that true? 

Mr. Murreny. May I clarify one word you used? You say “assist- 
ance.” 

Mr. Youncer. Yes. 

Mr. Morruy. Just what assistance do you have reference to, sir? | 
mean, frankly, I am not trying to question you, Mr. Congressman. 
I want to give you an answer if I possibly can. 

Mr. Youncrer. The assistance that this bill gives, that they might 
write a more liberal policy today if they felt that they could go out and 
experiment in a field. If they did experiment and they suffered a 
loss, it would not jeopardize their capital structure, but that would be 
the encouragement that this fund would give, that they would not 
otherwise have to fall back on their capital. 

Now, that is the encouragement that this fund was supposed to give. 
At least that is the presentation of those that favor it. 

Now, what I want to find out from you is whether there is any 
possibility of accomplishing that encouragement. 

Mr. Murpuy. As I read the bill, no, sir; because I go right back 
to the point that I made a minute ago, that it is our understanding 
that the $25 million is not to be used to pay up normal losses; that 
this is in the nature of the capital structure of the corporation, and 
that capital structure, when you use that for the payment of abnormal 
losses, then you become impaired. 

Now, it was our understanding that the $25 million was not to be 
used and possibly exhausted in paying abnormal losses, but that the 
insurance company which participated in this voluntary program 
would have to pay to the Government certain amounts to keep this 
fund intact. 

Now, if that be true, then there is no real encouragement to going 
behind the actuarial formulas that they have in effect today, because 
there is only 100 cents in each dollar, and when you go beyond the 
dollar, this money has to come from somewhere. 

Mr. Youncer. That is correct. 

Mr. Murruy. Now, unless the Government is going to.supplement 
the $1 for these people, then they cannot go beyond the limit, sir; and 
stay solvent. 

Mr. Youncer. Well, if that policy of yours were carried out by the 
carriers themselves they would not expand into these new fields which 
they find now they can expand into, to make it possible—— 

Mr. Murruy (interposing). Yes, sir; they would. But it would 
not be as sudden a process of expansion. It would be a gradual ex- 
pansion. 

Mr. Youncer. There are some of these current which we have had 
testified to here before, which would like to expand into certain fields. 
For instance, taking off the limit of hospitalization. That has been 
suggested by some of the carriers. 

ow, as you know, today, you can secure a hospital plan say up to 
110 days in a hospital for the same price that 5 years ago you could get 
a policy that would give you no more than 30 days or 20 days in a 
hospital. r 

Mr. Murpny. Yes, sir; and along with that has gone a great increase 
in rates, Mr. Congressman. 
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Mr. Youncur. No; I say for the same rates. 

Mr. Morpny. No, sir; I do not think that would be true. 

Mr. Youncer. Oh, yes. We have had a lot of testimony to that 
effect. This brings in the Blue Cross, and many of these others are 
giving today increased hospital coverage and medical coverage, at the 
same rate. 

Mr. Morpny. Yes, sir; but in many instances—and I am speaking 
now from the State of South Carolina—it has been necessary for the 
Blue Cross to increase their rates in the State of South Carolina. 

Mr. Youncer. Well, that may be. The testimony they have given 
may be inaccurate. 

Mr. Morreny. Well, I am speaking now from department records. 

Mr. Youneer. Yes. 

Mr. Murpny. And I know that today in the Blue Cross plan in the 
State of South Carolina that it is necessary for the Blue Cross in the 
State of South Carolina if they are to put into effect additional fea- 
tures to increase their rates again today. 

Mr. Youncer. Well, will you answer this, then. In your experience, 
is there any prepaid health and hospital plan insured by carriers under 
your supervision which are today giving a broader policy in health 
and hospitalization that are at the same rates of 5 years ago? 

Mr. Murpny. No, sir; I do not know of any. 

Mr. Youncer. There are none of them ? 

Mr. Morreny. I do not know of any that are doing it. 

Let me clarify one thing; I said “none.” 

Mr. Youneoer. If that is true, Mr. Murphy, that is what I want to 
get into the record, that today the only increase in benefits is through 
increased rates. 

Mr: Moreny. That is right; and it is a gradual process, sir. 

Let me put this in the record, if you don’t mind. I hope that you 
gentlemen do not feel that I am not very friendly to the Blue Cross. 

Mr. Younger. I do not. 

Mr. Murpny. They are doing a good job in South Carolina. But 
I just want the committee to know this, that in my State it has been 
necessary for the Blue Cross to be granted rate increases in order to 
stay solvent. 

Mr. Youncer. Well, I want to say for myself, it is my understand- 
ing, and my understanding of the testimony that has been given before 
this committee, that some of the finest carriers that we have today, 
including the Prudential, the Equitable, and the Aetna, and many 
other carriers, are today writing a more liberal health and hospital 
plan at the same rates than they wrote 5 years ago. 

Now, if that is untrue—you said it is untrue—if that is untrue, I am 
glad to know it. 

Mr. Mourpny. I am only speaking—I am not speaking from depart- 
mental records. 

Mr. Youncer. Well, you have all of those costs in mind. 

Mr. Mourpxy. I would say this, it is entirely possible that they may 
be writing them entirely, covered under a group plan, or something 
like that, with broader coverage at a rate that they were using 5 years 
ago. That may be possible. 

Mr. Youncer. No; I mean individual coverage. 

Mr. Mourpuy. It may be this, that they have eliminated certain of 
their costs in doing this. 
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Mr. Youncer. I am not talking about how they did it, Mr. Murphy. 
I am just saying that it is my understanding that that has been done. 
Now, if you say that it has not been done, I will take your word for it. 

Mr. Mureny. No; to my knowledge it has not been done. There 
has been a differential in rates during this period of expansion. 

Mr. Youncer. It may be that the benefits and the increased expan- 
sion has been due to the increased rates? 

Mr. Murpnuy. Well, I would not say that that is the only factor 
that entered into it, sir. 

Mr. Youncer. What other factors have entered into it 

Mr. Murpny. There are at lot of other factors that could enter into 
it—velume of business is one thing. There are many factors that 
could enter into the broadening of the coverage of insurance. 

Mr. Youncer. Well, we are not getting anywhere, Mr. Chairman, 

The Cuarrman. It may be that you are getting further than you 
realize. 

Mr. Derounian. Mr. Chairman. 

The Cuarrman. Mr. Derounian. 

Mr. Derountn. Mr. Murphy, you were asked about the matter of 
increase of hospitalization and the number of policies, and, Mr. 
Springer indicated that he thought most of it was due to the Blue 
Cross and the Blue Shield plans, and just to put it into the record, ] 
have here the testimony of Mr, Frank E. Smith, director of the Blue 
Shield medical care plans in which he says on page 2: : 

More than 2 million persons have been enrolled as members of Blue Shield 
in a little more than 10 years, a record in which we have considerable pride 
New mefhbers are being added at the rate of nearly 20,000 each working day, 
and. the rate of growth has not yet shown any appreciable tendency toward 
slowing down. 

So that if the Blue Cross has 24 million, that makes 71 million peo 
ple under the Blue Cross and Blue Shield, combined, which would 
indicate to me that Mr. Springer’s statement is probably correct. 
And, taking 20,000 a day, that means 5 million a year will go under 
the Blue Shield, if Mr. Smith’s figures are correct. 

So that Mr. Springer appears to have the statistics straight on this 
one, 

Mr. Mourrny. Well, I did not come here today to discuss with you 
gentlemen the difference in the Blue Cross or nonprofit health pro 
gram as compared to the commercial health programs, because in my 
State we encourage both of those. 

Mr. Deroun1An. I do not mean to indicate that we are asking that, 
but Mr. Springer indicated that he thought the bulk of the insurance 
was under the Blue Cross and under the Blue Shield, and you did 
not seem to think that that was correct, in your mind, although you 
did not have any figures. 

Mr. Murpuy. No, sir; I do not. 

Mr. Derountan. Here are the figures, 29 million in the Blue Shield 
and 42 million in the Blue Cross. Those are established figures before 
this committee. So there you have 71 million covered out of the 98 
million. 

Mr. Mureny. Yes. 

Mr. Deroun1an. That is all, Mr. Chairman, 

The Cuarrman. Have you finished, Mr. Derounian? 

Mr. DerouniAn. I am through, Mr. Chairman. 
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The Cuamman. Any further oe I have a considerable 
number of questions to ask Mr. Murphy, but I think I could hardly 

et started before it would be necessary for us to go to the floor of the 
Tonbe on a quorum call. 

Let me ask you just 1 or 2 questions as a starter, because the com- 
mittee will recess shortly until 2 o’clock. 

I notice in your statement there seems to be an underlying thought 
that the adoption of this legislation would have a tendency to lead 
toward astntion 

I just wonder how you get that idea. 

We have had reinsurance of bank deposits. That has not led to 
socialization of the banking business. We have had reinsurance of 
housing mortgages and it has not led to socialization of the real-estate 
business. We have had reinsurance of loans, guaranteed, both large 
and small under the RFC and under the Small Business Administra- 
tion and that has not resulted in socialization of industry or small 
business. 

Now, where do you get the idea that this would result in socializa- 
tion of medicine? 

Mr. Morruy. It is our thought, Mr. Chairman, that you have a 
different factor in connection with health insurance than you would 
have in those others that you have named. 

You have a recurring possibility of loss in this business. 

Now, if that be true, and those losses become excessive, there is one 
of two things that will happen here, either you must supplement that 
loss with Federal money, hapa an increase in the rates, or else you 
will have some insolvent insurance companies on your hand. 

The Cuarrman. Now, how does that differ from deposit insurance? 

Mr. Murruy. Well, do you have as much loss on deposits, bank- 
deposit insurance, as you do under this type of insurance ¢ 

he CuatrmMan. Now, you are assuming something. 

Mr. Moreny. No,sir. But, I think that you—— 

The Cuarmman. There have not been any losses under this bill yet, 
because it has not become effective as yet. So how do you know what 
the losses are that you will have under it? 

Mr. Murruy. We do not say that it would socialize this business 
at this time. 

The Cuarrman. You said that it would have that tendency, in your 
opinion. 

Mr. Morruy. That is right, sir; but it would not be immediate. 

The Cuarrman. It would not be immediate. 

Mr. Murpny. No. 

The Crarrman. I do not assume that you mean there would be 
immediate socialization of the insurance business, any more than insur- 
ance of bank deposits has been an immediate socialization of the banks. 
Do you have a feeling that that might result in socialization of the 
banking business? 

Mr. Morpny. There is the possibility, I'suppose. I know very little 
about that. : 

The Cuateman. Is it not strange that you men in the insurance 
business know so little about it, when we come to put the question to 
you in such a practical way ? 

Now, I have put the same question to a representative of the Ameri- 
can Medical Association, when he was here, who had somewhat the 
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same thought that you had about the fear of socialization of medicine, 
as a result of this legislation. I presented to him much the same view- 
point that I have to you in the form of questions relating to the insur- 
ance of bank deposits, and his answer was, “I do not know much about 
that.” 

It is inconceivable to me that even the average citizen does not know 
enough about it to make some answer, and especially a person in the 
insurance business to acknowledge that he does not know much about 
the theory and purpose and effect of reinsurance of bank deposits. 

Now, that is what I am putting to you, since there has not resulted 
socialization in the banking industry, what gives you concern that it 
might result in socialization of the insurance business ? 

Mr. Mureny. Mr. Chairman, I must plead ignorant so far as the 
banking business is concerned and the reinsurance program in con- 
nection with that. I believe that that is not within the jurisdiction 
of the State insurance department. 

The Cuarrman. That is right. 

Mr. Moureny. Therefore, I would not know. 

The CuarrMan. That is a Federal institution, just the same as this 
would be a Federal institution. 

Mr. Mourrny. Yes, sir. 

The CuarrmaNn. The committee will recess until 2 p.m. I will 
continue my questioning at that time. 

(Thereupon, at 11:58 a. m., the committee took a recess until 2 
p.m. of the same day.) 


AFTERNOON SESSION 


The CuHarrman. The hearing will come to order. 
Mr. Murphy, will you please take the stand ¢ 


STATEMENT OF D. D. MURPHY, PRESIDENT, NATIONAL ASSOCIA- 
TION OF INSURANCE COMMISSIONS—Resumed 


The CHarrMAn. Since my questioning before we recessed at noon, 
I have gone through your statement, Mr. Murphy, and I find that 
there are several references to socialization in it which seem to justify, 
in my opinion, at least, the statement that I made that you are oppos- 
ing this bill because of a fear that its adoption would bring about a 
socialization of the msurance business. 

I cannot agree with that statement. As I have previously called 
to your attention, there are several instances—and I could have enum- 
erated more—where the Government has adopted a policy of guaran- 
teed loans of the same character as is set forth in this bill and it has 
not resulted in the socialization of the different lines of business that 
came within the scope of that legislation. 

I cannot see any basis whatsoever for any fear on the part of 
anybody, whether it is medicine, whether it is insurance, or whatever 
it may be, that the adoption of a bill of this character would tend to 
and lead to socialization. 

Now, in your statement you state that you wholeheartedly agree 
with the purposes expressed by the President in his health message. 
you heartily endorse the purpose as outlined by the President. 
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However, you do not feel that these purposes can be accomplished 
by the proposed legislation known as the Health Service Prepayment 
Insurance Act. 

Now, if you heartily endorse the purposes outlined by the President 
and this proposed legislation does not meet those objec tives, what does 
your organization suggest is the way it should be met ? 

Mr. Murpny. Mr. Chairman, as | stated previously, our association 
for many years has encouraged the expansion of health insurance in 
this country, the broadening of coverages and other phases of the 
business to improve the health of the Nation. 

By that statement we mean that we do endorse the purpose in the 
President's message to the Congress in improving the public health 
in the Nation. We do wholeheartedly endorse that, sir, and we will 
continue to exert every effort that we possibly can to expand and 
broaden the coverage as the experience will permit. 

The Cuarmman. | have heard other groups testify before this com- 
mittee in which they wholeheartedly, as you do, endorsed the Presi- 
dent’s objectives, but in the final analysis are opposed to what we are 
striving to do to carry out the President’s proposal. 

Without attempting to be too facetious, I might say in your case it 
applies and I think in_a great many others, I have occasion to refer 
again to the saying, “Mother, may I got in to swim?” 

“Yes, my darling daughter, hang your clothes on a hickory limb, 
but don’t go near the water.” 

So when you folks come in with your endorsement of the Presidents 
plan and wind up with a “but.” that removes all possibility of agree- 
ing with it, I am sort of saying that you are asking the President 
to hang his clothes on a hickory limb and not go near the water. 

Mr. Murruy. I am sorr v if we leave that impression with you, sir, 
but it was our thinking that we could go along with the idea of 
improving the public health of the Nation without just agreeing with 
most any plan that might be advanced for doing that. 

The Cnamman. You say you agree with his objectives. That is 
acknowledgment that there is reason for the objectives that the 
President has outlined in his message. 

How would you meet those objectives if this is not the way? 

Mr. Mvrrny. I am sure that the record will speak for itself, that 
the national association for years has done exactly the thing that the 
President proposed to be done in this country. We have encouraged 
the expansion of health insurance which we think would improve 
the health of the Nation. 

Now, if that be true, and we say to you that the committee today 
on accident and health imsurance, that the national association is 
working and has consistently worked on programs to enlarge and 
improve health insurance in order that more people can be covered. 

The Cuarrman. To what extent have you expanded? To what 
extent have you enlarged? ‘To what extent have you improved in this 
particular field that the President has mentioned in his message with 
which you wholeheartedly agree, but on which you separate from him 
when it comes to making it effective / 

Mr. Murrny. If we go back to the statement in our paper we say 
in a matter of 13 years this program has been expanded to cover 90 
million people. 
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The CHamman. My dear sir, when you say it has been expanded 
to cover 90 million people, what did your organization have to do 
with making that result attainable? 

Mr. Murry. There have been many uniform measures which have 
been adopted by the National Association of Insurance Commission- 
ers. And in a great many States they have been put into law, which 

| think has definitely assisted in the expansion of this. program. 

The Cruatrman. What, for instance ¢ 

Mr. Murpnuy. Policy provisions. 

The Crarrman. Let us take them one at a time. What provisions 
do you refer to? 

Mr. Murruy. May I speak for South Carolina. I know that law 
there much better than I do the law of other States. 

In 1947, for instance, we revised our insurance laws and at that 
time adopted what was known as a uniform accident and health bill 
which provides certain provisions for the writing of contracts of 
insurance, Which would provide for the broadening of coverages and 
those kinds of things, which was, I think an encouragement to the 
expansion of health insurance. 

The CnatrmMan. That is the thing we are interested in, broadening 
coverage. Now, to what extent have you broadened coverage as a 
result of any law in your State? 

Mr. Mureny. There are many features in the policies today that 
13 years ago were not in the policies. There are much more benefits 
to the polici ies today than there were 13 years ago. 

We do like to take a partial»pride in that as s the National Associa- 
tion of Insurance Commissioners. We don’t take all the credit for 
it, no, sir; without the ‘assistance and cooperation of the carriers, 
certainly that program could not have been expanded as it has been. 

The Crairrman. Then according to your viewpoint State regulation 
has produced a broadening of coverage ¢ 

Mr. Murpny. Yes, sir. I think that the States in their regulations 
of the insurance business, being much closer to the people than the 
Federal Government in various parts of the country can determine 
much more adequately what is needed in that particular section of 
the country than could the Federal Government. 

That is what we base our statement on, that we feel State super- 
vision is in the public interest. 

The Cuatrman. What makes you think if there were regulation 
under that law here that there would not be a broadening of coverage ? 
That is the very purpose of the act. 

Mr. Morey. We could not find in the bill any inducement for 
the broadening of coverage if we read the bill correctly. 

Now, we must realize this, sir, that to broaden coverage there must 
be a number of factors enter into the picture. There must be this, 
there must be money, there must be rates, there must be underwriting 
principles, and many other things that would come into this picture 
to broaden coverage. 

Now, if ‘we say, “O. K., the sky is the limit as far as rates are con- 
cerned and charge as much as you want to for insurance and insure 
everybody,” then I am sure you can insure everybody in this country. 

But I think there have to be underwriting principles used in the 
selection of a risk you are going to write if you have a governed rate. 
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If you want to increase the rate, certainly you can expand it in 
that way. , 

The Cuamman. Are you aware of the fact that there is not a 
broader coverage today because there has not been a sufficient actuarial 
experience that would justify companies in making an extended 
coverage ¢ 

Mr. Murpuy. No, sir; I was not aware of that. 

The CHarrman. In other words, you think that they have reached 
the limit of coverage? 

Mr. Murrny. No, sir; I do not. 

The Cuarrman. What do you think could be done at the State level 
to encourage a greater coverage / 

Mr. Mourpny. The same program that has been in effect for a period 
of years. The constant study of this problem and the actuarial study 
of the different experiences that have been accumulated by insurance 
companies. 

The Cuamman. Has it come about without law / 

Mr. Mureny. I think to some extent; yes, sir. 

The CHamman. Then you do not want any Federal law or State 
law? 

Mr. Moureny. No, sir; I don’t say that. I would hate to think that 
the insurance business would not be governed by some law or some 
regulation. 

The Cuarrman. Is there any type of State statute that you would 
favor as a means of expanding coverage? 

Mr. Morrny. I iia favor the present system, sir. 


The Cuarrman. Nothing more than let the present take care of 


itself and grow like Topsy ? 

Mr. Mureny. No; I would say that the present system with the 
continuous work of the National Association of Insurance Commis- 
sioners, along with the industry. The industry has been very coopera- 
tive in assisting us. 

The Cuarrman. Can you conceive of any activity of the State com- 
missioners that would produce the condemnation with which you have 
characterized this proposed legislation by saying that it has a tend- 
ency toward socialization / 

Mr. Murruy. I didn’t quite get that, sir. 

The Cuarrman. I said can you conceive of any State legislation, 
with the same objective as this has, that would produce the same 
opinion that you have of the Federal, namely, that it would tend to 
socialization of the insurance business ¢ 

Mr. Mourrny. From the particular State level; yes, sir. I can con- 
ceive of certain legislation that would do just that, 

The Cuarrman. Notwithstanding that you do conceive of the pos- 
sibility of covering it without getting into the field of socialization ? 
P' Mr, Murpuy. Yes, sir; I think there is definitely a possibility of 

nat, 

The Cuarrman. What is so different between the State and Federal 
Government that one would lead to socialization and the other would 
not ¢ 

Mr. Morrny. Mr. Chairman, if in the Legislature of the State of 
South Carolina there was a bill introduced which in my opinion would 
socialize the insurance business in the State of South Carolina, I would 
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oppose that bill with every fiber of my body from the State level. 
There has from time to time been discussed by legisiatures certain 
phases of the insurance business which the State would get into and 
on each oceasion the record will show that I have opposed it. 

The Cuamman. Having m mind that if this legislation is entirely 
voluntary in character and in no sense compulsory upon any insur- 
ance company, wherein would the possibility of socialization come ¢ 

Mr. Mourrny. Once a carrier becomes reinsured by this, there is 
much regulation, there is much discretionary power given to the regu- 
latory body, and if the company who also participated in this program 
were to have excessive losses and the Federal Government under this 
$25 million appropriation was called on to pay those losses, I just do 
not think, sir, that you nor anyone else would want to see the $25 
million expended on a program which would not serve the public in- 
terest, but would tend to confuse and to do other things that might 
not be in the public interest. 

Now, if it is the planning under this bill that this $25 million will 
be used to pay excessive losses above the losses which today from ex- 
perience can be covered at a rate, or at a premium, if that is the pur- 
pose of the $25 million, as I stated this morning I think that you 
can expand the health program in this country. 

But I think it will be a constant source of appropriation from the 
Federal funds to do this. 

Frankly, sir, I don’t think the insurance industry needs that. I 
think that the insurance industry today is capable. 

The Cuamman. The expansion of coverage in the last 15 or 20 years 
that you referred to in a commendatory way has not resulted in the 
breaking of companies, has it? 

Mr. Mourrny. I did not hear that last? 

The Carman. I say the expansion of coverage in the last 15 or 
20 years, that you have spoken of in a commendatory way, has not 
broken insurance companies, has it! 

Mr. Murrny. No, sir; it has not. 

The Cuamman. Then what is your feeling that when the Federal 
Government asks them to go a step further by lending its assistance 
or strength back of them, that that is going to result in losses that will 
eat up all the $25 million and then some? 

Mr. Murruy. This increase has not been a sudden change in the 
porate. It has been a gradual change based on the experience that 
1as been accumulated over the years, underwriting principles and 
all those things. 

Now, I must, say this to you, sir, that if there is any provision in 
this bill that would make available to insurance companies to date 
information that would allow them to suddenly go out and write 
coverages which today they feel are hazardous, I didn’t find that in 
the bill, sir. I don’t think that is in the bill, that there is any par- 
ticular part of this bill that will say here is something that we have 
or something that we will develop that will enable you immediately 
to go out and expand this program to cover everybody in this country. 

The Cuamman. Well, I believe as Mr. Younger said this morning, 
there is no use pursuing that question because I suppose our minds are 
so far apart and so fixed that either you or I do not take into consid- 
eration all of the circumstances that we should. Either one or the 
other of us do not. 
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All T am trying to bring to your attention is that with the experience 
we have had in reinsurance and the giving of encouragement in back- 
ing, in industry, in farming, in shipbuilding, and in housing and al! 
the many activities that I could refer to where this principle has been 
involved, it has not yet. resulted in socialization in any one of those 
instances and I am unable to see why it should create any fear in this 
respect of doing what it has not already done when it has been made 
effective in other lines of activity. 

Mr. Murrny. Mr. Chairman, if I might make a statement at this 
point, I would like to say to you, sir, that the National Association of 
Insurance Commissioners’ executive committee did not come down 
here to oppose this regulation solely for the purpose of opposing the 
regulation. 

‘At 5:30 this mor ning I got up and came down to Washington and 
I had a conference with the officials of the Department of Health, Edu- 

cation, and Welfare prior to coming to this meeting, and I assured 
thé again of the wholehearted cooperation of the National Associ- 
ation of Insurance Commissioners on any program that would im- 
prove, a good, sound program that would improve the health of the 
Nation. 

I also did this this morning, sir: I invited the officials of that depart- 
ment to attend our meeting in June, the National Association of In- 
surance Commissioners, and that we would give them time on our 
program to explain what they had in mind, and assured them they 
would have the wholehearted cooperation of that association. 

We are definitely interested, sir in any program that will improve 
the health of the Nation. 

The Cuatrman. Is the viewpoint that you have expressed on behalf 
of the National Association of Insurance Commissioners agreed to 
by all? 

Mr. Morrtiy. No, sir; I represent only the executive committee of 
that association. I am not here as a representative of the entire 
association. The executive committee wholeheartedly agreed. 

The Cuairman. Then you have not made any poll of the insurance 
commissioners of the several States with respect to this legislation ? 
Mr. Murprry. I have correspondence from approximately forty. 

The Cuarrman. Are they all opposed to it ? 

Mr. Murpny. They are all in accord with the position of the execu- 
tive committee of the national association ; yes, sir. 

The CuatrmMan. What did you hear from California / 

Mr. Murpeny. I didn’t hear from California. 

The Cratrman. Well, I have before me a letter from the insurance 
commissioner of the State of California, dated April 14, and signed 
by John R. Maloney, insurance commissioner, which takes a far dif- 
ferent viewpoint than you have. 

Mr. Murpny. That is entirely possible, sir. I estimate that I have 
heard from about 40—— 

The CuatrMan. He has what I would consider a very careful, fair 
analysis of the bill, and while he expresses some hesitancy as to some 
parts, yet taking it as a whole, I would say that it leaves no doubt that 
he feels there is a place for legislation such as has been proposed and 
does not seem to be as fearful of the consequences as you have expressed. 

Mr. Mvrerry. Mr. Chairman, in that connection I might say this: 
That it is not often that we have 100-percent agreement in the Na- 
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tional Association of Insurance Commissioners. I think that is what 
makes the organization as valuable to the people of the country today 
as it is. 

We do have differences of opinion. We have always been able to 
sit down and discuss those differences of opinion and come out with 
something that would be in the best public interest. 

The Cuarrman, In a concluding paragraph without referring to 
the whole letter, which I will make a part of the record, he says: 


1 am not prepared to say that the approach contained in the bill will actually 
accomplish those objectives. However, the proposal constitutes the only cur- 
rent affirmative approach, of which I am aware, to the accomplishment of a 
highly desirable and needed end, and for this reason I have conscientiously 
tried to avoid a negative attitude in my consideration thereof. In such con- 
sideration I have been mindful of the following statement made by a columnist 
in an article on a recently current socio-political issue: 

“* * * We can paralyze badly needed action if we let our fears of the wildest 
possible abuse prevent us from acting. Acting sometimes involves risks, but 
inaction in the fact of grave social problems also is a risk.” 


(The entire letter referred to is as follows:) 


STATE OF CALIFORNIA, 
DEPARTMENT OF INSURANCE, 
San Francisco, April 14, 1954. 
Re H. R. 8356. 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. O. 


Dear MR. WOLVERTON: Thank you for your letter of April 8 with further ref- 
erence to your letter of March 19, 1954, with respect to the above bill, and my 
reply of March 26, 1954. I have now had an opportunity to analyze the above 
proposal and to consider some of the published reports of the comments and posi- 
tions of others in respect thereto. I feel that I am now in a position to comply 
with your request that I express to you my thinking on the bill. 

VPhilosophically, | am opposed to regulation of the insurance business by the 
Federal Government and favor regulation by the several States. In this re- 
spect, I believe that my position does not differ from that of other State insurance 
supervisory officials and it is predicated not upon purely selfish considerations or 
internecine sovereign jealousy but rather upon a sincere conviction that govern- 
ment closest to the people is the best government. 

Because of this philosophy and the position which I hold, my first considera- 
tion in analyzing the bill was to determine whether it does violence to the 
principle of exclusive State regulation of insurance to which I subseribe. I have 
reached the conclusion that it does not. The Federal Government and the State 
covernments are not competing governments and, notwithstanding the contra- 
indicated actions of some administrators at both levels, should not be so con- 
sidered. Sovereignty resides in the people and government at one level should 
complement government at other levels to the extent deemed necessary or de- 
sirable to further the common.weal. 

For purposes that are beyond challenge by anyone, H. R. 8356 would create 
at the Federal level a reinsurance service for voluntary prepayment health 
coverage plans that is designed to be eventually self-sustaining. Utilization 
of such reinsurance facilities by such plans would be purely voluntary. Of 
necessity, the creation and operation of such facilities require the establishment 
of criteria or standards of eligibility applicable to both reinsured plans and rein- 
sured carriers. While in one sense of the word, the enforcement of these criteria 
or standards constitutes “regulation,” it is not regulation in the parens patriae 
sense that the word is used in Public Law 15 of the 79th Congress. As I view 
it, the situation created by this bill would be parallel to that existing in respect 
to the use of the facilities of the Federal Deposit Insurance Corporation by State- 
chartered and supervised banks; the standards created and enforced by FDIC 
do not constitute regulation, per se, of such banks. The control over advertising 
and representations with respect to reinsured plans which is provided in H. R. 
8356 is unquestionably substantive regulation but, it seems to me, it is quite 
definitely minimal. 
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Paragraph (b) of section 107 of the bill quite clearly and unequivocally, in 
my opinion, negates any intent on the part of Congress that the bill confer upon 
the administrative branch of the Federal Government authority to exercise any 
supervisory or regulatory control, per se, over the insurance business. If en- 
acted into law this becomes the word of Congress and I feel that I cannot reach 
any other conclusion that I have in respect to this important aspect of the bill 
without doubting the word of Congress. I am satisfied that the bill does not do 
violence to the principle of exclusive State regulation (per se) of the insurance 
business. 

In respect to the establishment of criteria or standards applicable to reinsured 
plans and carriers, it is noted that the bill merely creates a framework and 
leaves the sbstance to authorized regulations of the Secretary of Health, Edu- 
cation, and Welfare. I fully recognize the difficulties in spelling out detailed 
standards in a statute and the need for flexibility. However, if it is at all 
possible to do so, I feel that the bill should be amended to specify at least some 
of the more important criteria or standards which Congress may have in mind 
and leave less to the rulemaking power of the Secretary. 

To express an opinion as to whether the bill will achieve the object and pur- 
poses set forth therein would be pure speculation on my part. I have heard 
many persons in the insurance business express the view that $25 million is a 
rather small amount for a fund of this kind and I think there may be con- 
siderable merit in this viewpoint, The accident- and health-insurance premiums 
of one of our domestic insurers alone exceeded that sum last year. 

I also believe there is considerable merit in the point made by industry spokes- 
men that reinsurance cannot make uninsurable risks insurable. On the other 
hand, there is a difference between risks that are wholly uninsurable and risks 
that are considered substandard but not necessarily completely uninsurable. 
In the life-insurance field, the Lincoln National Life Insurance Co, has not only 
grown and prospered but has also made a tremendous contribution to the public 
welfare and to the furtherance of private enterprise in the life-insurance busi- 
ness by providing a reinsurance market for substandard life-insurance risks. 
I sincerely doubt that anyone can predict with any reasonable degree of accuracy 
the probable extent of utilization by voluntary plans of the reinsurance facilities 
proposed by the bill for purposes of extending their underwriting to substandard 
risks. But if there is utilization of the proposed facilities for this purpose to 
an extent sufficient to spread the risk, it seems to me that both the public and 
private enterprises in this field will benefit. 

That the bill places the Federal Government directly in the accident and 
health reinsurance business cannot be denied. From one viewpoint, it may be 
eonsidered that the Federal Government is merely providing facilities by which 
voluntary plans may pool and redistribute among themselves exposures which 
they consider to be beyond their safe carrying individually and therefore do 
not write. In any event, the bill contemplates under the provisions of para- 
graph (a) of section 301 that the Government shall provide reinsurance only to 
the extent that it is not available from private sources. However, it leaves the 
determination of this fact solely to the judgment of the Secretary of HEW which, 
presumably, may be exercised ex parte. As a firm believer in the private enter- 
prise system I feel that this apparent intent of Congress that the proposed 
Government reinsurance facilities shall not compete with private enterprise 
and shall be withdrawn or terminated when comparable facilities are available 
from private sources should be more clearly spelled out in the bill and that 
provision should be made in the bill for a method whereby private sourees may 
initiate a formal redetermination, from time to time, by the Secretgry of HEW 
of such question of availability. 

Frankly, I do not favor the subsidization by the Government— even for a 
temporary transitional period—of the administrative expenses of operation of 
the reinsurance facilities created by the bill. If the Government is going to 
provide, on a nonprofit basis, reinsurance facilities that are not available from 
private sources, I think it should do so only on a completely self-sustaining basis 
from the beginning. In my opinion the bill should be amended to so provide. I 
view the provision of title II or the bill relating to studies and advisory and 
informational services as an implementation of the rational concept that busi- 
ness and Government should and can get along together, each aiding the other, 
and I see nothing in the proposal that constitutes, or would result in, socializa- 
tion of health services. 

In summary, it will be observed that I do not have any strenuous objections 
in principle to the enactment of this legislation but I do feel that, before any 
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such enactment, it should be amended in the important particulars hereinabove 
mentioned. I am not prepared to say that the approach contained in the bill 
is the best way to accomplish the objectives specitied or that the bill will 
actually accomplish those objectives. However, the proposal constitutes the 
only current affirmative approach of which I am aware, to the accomplishment 
of a highly desirable and needed end, and for this reason I have conscientiously 
tried to avoid a negative attitude in my consideration thereof. In such con- 
sideration I have been mindful of the following statement made by a columnist 
in an article on a recently current sociopolitical issue : 

“* * * We can paralyze badly needed action if we let our fears of the wildest 
possible abuse prevent us from acting. Acting sometimes involves risks, but 
inaction in the face of grave social problems also is a risk. 

“We risk the grave consequences of ignoring the demands of social justice. 
Possibly far greater evils may arise than those we fear may result from a 
proposed remedy.” 

Very truly yours, 
JoHN R. MALONEY, 
Insurance Commissioner. 

The Cuarrman. I think that is the attitude that should be assumed 
by great organizations that have a direct relationship to the health 
of our people, to cooperate in a constructive way by making sugges- 
tions or accepting what has been suggested unless something better 
is offered but not to just take the attitude, “T don’t agree with what 
you are doing, but 'I have nothing to offer you in its place.” 

Now, something has to be done in this matter. If you could sit 
in my place and see the letters that come in from all over this coun- 
try, from every State in the Union, I have thousands of them that 
have come to me, speaking of the difficulties that policyholders have 
had to face in this type of insurance and the injustices that have been 
practiced by companies in this type of insurance—then you would 
realize why it is that some of us are so anxious to do something about 
this. 

Recently the Scripps-Howard papers carried a series of articles 
by Mr. Colgrove, and the response that has come to us as a result 
of those articles has been tremendous in what the people have written 
to this committee as to their experiences and what they hope could 
be done to remedy the situation. 

The newspaper, Labor, down the street from here published sim- 
ilar articles. Their replies were tremendous. They have come to me 
from all over the country. 

I have had our staff make a study of them, just taking 300 of them, 
to ascertain what the basis of the complaints was and what the com- 
panies were that were affected by it. You would be surprised as 
president of the insurance commissioners to realize the great amount 
of compaint there has been. 

Now, I have a list here of the companies that have been complained 
against. This comes before me right at the moment as I look for 
the other. This is a newspaper clipping. It is headed “Georgia 
Voids Life Insurance Firm’s License.’ 


ATLANTA, July 21.—Georgia Insurance Commissioner Zack Carvey disclosed 
today that he has revoked the business license of the Bankers Life and Casualty 
Co., Chicago. The firm operates the White Cross plan for accident, health, 
and hospitalization insurance. It also sells ordinary and industrial life in- 
surance. 

Simultaneously, the company filed suit in Atlanta, contending it has complied 
fully with all Georgia laws. 

The company has 260,000 Georgia policyholders and declares that in 1950 
it paid out $412,867 in claims and that during the first 6 months of this year 
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it paid out $241,520. State records show the company has $792,587 worth of 
ordinary life insurance in force in Georgia, and $532,101 worth of industrial 
insurance. 

Carvey charged the company is not giving policyholders proper service, that 
each week brings 15 to 20 complaints. He also maintained that the company 
is conducting a misleading advertising campaign designed to make the public 
believe it is a nonprofit organization, whereas it is a stock company. 


I could go on. I could go into that a little further if I had the 
opportunity. 

Now, that sort of complaint of one kind or another has come to us 
and I have just taken the 300 letters as a sample. I have thousands 
of them, but I thought that would give an understanding of what the 
others would set forth. 

This list includes: 


Bankers Life, Chicago, 61 

Reserve Life, Dallas, 40 

Mutual, Omaha, 29 

Service Life, Omaha, 9 

Continental Casualty, Chicago, 14 

Guarantee Reserve Life, Hammond, Ind., 12 
World Insurance, Omaha, 7 

Business Men's Association, Kansas City, 4 

North American Insurance, Wilmington, Del., 4 
Beneficial Standard Life, Los Angeles, 4 
Commercial Travelers, Utica, N. Y., 4 

Illinois Commercial Men’s Association, Chicago, 4 
Illinois Traveling Men’s Health, Chicago, 3 
George Washington Life, Jacksonville, Fla., 3 
United Benefit Life, Omaha, 3 

Guarantee Trust Life, Chicago, 3 

Aetna Life, Hartford, 3 

Sterling Insurance, Chicago, 3 

Old American Insurance, Kansas City, 3 

North American Indemnity, Chicago, 3 

Postal Life and Indemnity, Kansas City, 3 
National Bankers Life, Dallas, 3 

xyolden Rule Life, Lawrenceville, Ind., 2 

National Life, Dallas, 2 

Oquitable Insurance, New-York City, 2 
Professional and Business Men’s Medical, Denver, 2 
Woodmen’s Accident, Lincoln, Nebr., 2 
Physicians, St. Louis, 2 

Allegheny Mutual, Meadville, Pa., 2 
Pennsylvania Life and Health Insurance, Philadelphia, 2 


And 33 others, 36. 

There was a total of 63 companies that we have received complaints 
against. 

Of course, I am not saying that all those complaints are justified, 
you understand, but from our examination of the letters that were 
written to us if the facts are such as were written to us the complaints 
were justified. 

Now, that is an indication that there is something that has to be 
done sometimes, someplace, by somebody, which evidently your organ- 
ization, I am sorry to say, does not seem to be filling the bill. 

Just 2 days ago I received a letter from a constituent of mine and 
he wrote of having carried insurance in a certain company. He wrote 
to our commissioner of insurance, who replied that they are not 
authorized to do business in our State. 

But as a result either of advertising, radio, television, or whatever 
the means may be, they are doing it and they are taking people’s money 
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and they are under no restraint so far as the commissioner of the 
State of New Jersey is concerned. 

Now, evidently that is true in other places because these complaints 
that we have made a study of have originated in almost every State 
of the Union, in 31 States and the District of Columbia, and that 
was only out of the 300 letters that we examined. 

And I say we had thousands of them. 

So if out of 300 you get 31 of the States, it just stands to reason 
if we had gone on and taken the balance of them we probably would 
have had before us the other States as well as those we have right 
here. 

Now, that is the situation that is existing in that respect. 

Now, let me ask you a question or two based on your experience. 
Mr. Murphy, by far the largest number of complaints relate to the 
fact that after a policyholder had suffered an illness his policy is 
canceled or is not renewed at the next renewal date. Some 46 percent 
of these 300 letters that are used in the test gave that as the principal 
complaint. 

Now, what is’the position of the State commissioners with respect 
to the cancellation or nonrenewing of policies? And what con- 
siderations have the commissioners given to this problem ¢ 

Before you answer that it may be well to read a letter or a portion 
of a letter from the Ohio Division of Insurance to a former policy- 
holder in Bankers Life & Casualty Co. This is what it says: 

Practically all health and accident and hospitalization policies contain either 
a clause under standard provision 16 which states that the policy may be can- 
celed by the company at any time by giving written notice to the insured or a 
clause which states that the acceptance of any renewal premium is optional 
with the company. Neither one of these clauses are in violation of any Ohio 
statute, 

Now, what is the position of the State commissioners with respect to 
the cancellation or renewing of policies? 

Mr. Mureny. Mr. Chairman, with respect to the letter which the 
department of Ohio wrote to this particular citizen, my State does 
not have any law with reference to cancellation clauses or preexisting 
exclusion clauses and those things. 

We feel that without the cancellation clause, or without the pre- 
existing exclusion clause that the costs of this insurance woulc 
prohibitive. There have been some companies who have filed with 
us a noncancelable policy. That necessitates, first, evidence of in- 
surability which necessitates a physical examination and the rates 
are very ‘much higher than the rates on policies which have optional 
provisions or exclusions. 

The Cuarrman. Now, for the reasons you have given, is it your 
opinion that there should be some provision made about cancellations ? 
In other words, do you feel that this cancellation clause should be 
permissible regardless of the time that the policy has been in force? 

Mr. Morreny. No, sir; I do not. 

The eee an. Now, who is going to make those provisions that 
will Ae y throughout the countr y. 

evans. We have an interim committee of our legislation in 


South Carolina today that is studying provisions which would place 
a statute of limitation on a cancellation clause and also a statute of 
limitation on a preexisting exclusion clause. 
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The Cuarrman. Is that in the law today? 

Mr. Morpny. No, sir. 

The Cuamman. And you are only speaking for South Carolina? 

Mr. Moreny. That is right. 

The Cuarrman. What about the rest of the States of the organiza- 
tion of which you are pnw What is their attitude? 

Mr. Murpuy. The National Association of Commissioners? 

The Cuarman. Yes. 

Mr. Morrry. A uniform proposed bill has recommended that this 
type of legislation be enacted in the 48 States. 

The CuarrmMan. Have you got a copy of that recommended bill? 

Mr. Murrny. No, sir; not with me. 

The Cuarrman. A recommended policy ? 

Mr. Morrny. Yes. 

The Cuarrman. Where could we get one? 

Mr. Murrny. I would be glad to send it to you. 

The Cuamman. I wish you would. 

Mr. Murrny. I have a note here that they are recommending a 3- 
year statute of limitations on cancellation clauses. 

They are also studying the advisability of a possible time earlier 
than that for notice of cancellation based on the amount of time that 
the policy has been in effect. That is some other work, sir, that I re- 
ferred to this morning that is the program of the accident and health 
committee of the national asociation. 

The Cuarrman. Now, let me read the letter. This was written to 
a newspaper : 

Please accept my congratulations on the articles which you are publishing in 
regard to the health insurance situation. 

It so happens that I experienced just such an incident as you related last 
night. In 1923, I took out a health and accident insurance policy with the 
Yommercial Travelers Insurance Co., of Utica. Until 2 years ago, I had no 
cause to request any benefits from the policy. However, at that time I was 
taken seriously ill. My claim was paid satisfactorily. However, subsequently 
the company informed me that they were canceling the policy as per terms of 
the cancellation clause. “In other words, I was covered by health and accident 
over a long period of years at a cost to myself when I was well and healthy, but 
now when I need it most, I find myself out on the end of a limb. 

Again accept my thanks for bringing this matter to the attention of the read- 
ers of your wonderful paper. 

What do you think of that? 

Mr. Murpny. Mr. Chairman, if I had received that letter as insur- 
ance commissioner of South Carolina, I would have immediately 
called those people in and made a thorough investigation as to their 
reasons for cancellation. ' 

The Cuatrrman. Because the man was sick ? 

Mr. Mureny. Yes. But if they did not have good and sufficient 
reasons then I would have ordered them to continue that policy in 
force for that man unless there were certain provisions in the policy 


contract because of age that would have authorized the company to 
cancel that. 

I would like to correct one statement I made. I made a statement 
a minute ago that there was a recommendation that there be a statute 
of limitations of 3 years on the cancellation. That is an incorrect 
statement. That 3-year period is a statute on preexisting conditions 
and the exclusion of the policy contract. 
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We do not feel that we should recommend a certain period for can- 
cellation, but as I stated, and maybe I was just a little confused, as I 
stated, we are now studying the advisability of setting certain periods 
of notice of cancellation of the policy contract based on the time that 
this contract has been in force. 

The Cuareman. If it does not seem possible at the present time in 
your opinion to require automatic renewal of policies or to peer 

cancellation after illness, do you think that the policy itself should 
contain words in the literature used by the company to solicit the 
poliey containing words to the effect that unless a person’s health is 
rile ained or if he incurs an illness or puts in a claim the policy will 
be canceled? Do you think that ought to be set forth in the policy? 

Mr. Mureuy. Should it be set forth or is it set forth ? 

The Carman. I ask, do you think it should be in? 

Mr. Murry. May I refer again to some of the regulations of South 
Carolina? 

The Cuamman. I only wanted to speak of this in its relationship 
not only to South Carolina, but maybe South Carolina is an exception. 
Maybe that is better than anyplace else. 

I am speaking to you now as president of the national association. 
Do you think there should be some provision of that kind in a policy? 

Mr. Morpny. Yes, sir; I certainly think that the policyholder 
should be advised of the provisions relating to cancellation and pre- 
existing exclusions in a contract at the time it is sold. 

The CuatrMan. Let me read you another letter. If I can, I want to 
drill this thought in as to the importance and necessity of doing some- 


thing to meet the complaints that it seems to me are justifi: ably made. 

This is another letter. This letter happens to be addressed to the 
gentleman, Mr. Colgrove, who wrote the articles in the local paper 
that were so informative. 


Dear Sirk: your recent editorials in the health-insurance racket are of real 
interest to me as a victim thereof after payment of 35 years. 

This is my story: 

I paid premiums for 35 years on a health, accident, and hospitalization policy. 

During the entire 35 years I placed on claims and collected no benefits. 

Finally, 6 years ago, I was confined to home for a few weeks, which entitled 
me to a small sum to cover expenses of home-nursing service, provided by my 
policy. Writing to them, I was advised to submit my doctor’s report and details. 

By return mail I received a small remittance, plus notice that my policy was 
canceled. 

Now, there is a situation that certainly would not justify itself in 
the mind of anyone who has the interest of his fellow man at heart. 
He paid for 35 years the premiums, drew nothing, and when he had 
a small bill, a small claim, it was paid, and with it came the notice 
that his policy was canceled. 

That would be like taking a life-insurance policy, they expected you 
to live for 40 years and you died within 20 years. You would not 
want any clause in the policy that would cancel it because you were 

taken sick by an illness which brought about your death sooner than 
was expected. And yet that is w hat is he uppening here day after day. 

I wish time would permit, but I realize it does not. The language 
goes on awfully strong in this letter that I have here. I might say, 
in connection with these letters, we have taken these letters and we 
have sent them to the Federal Trade Commission, and they are inves- 
tigating these that are outstanding. 
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Now, I am speaking this way, not because [ have any personal feel- 
ings against the insurance commissioners or anybody else, but try to 
awaken the thought that conditions are so bad that something must 
be done, and it is only a question, in my opinion, as to who is going 
to do it. 

We cannot assume it is going to be done and not have it done. We 
have some authority still in our hands here, and if the committee can 
agree on the type of legislation there should be it would be passed 
m an effort to cure these situations that have arisen, that seem so 
unfair, so unjust. 

Now, another letter : 

When I took sick in 1952, after they paid me my claim they informed me that 
they had canceled my policy. They must have been afraid of a recurrence and 
possibly another claim. At the same time, they canceled my accident policy. By 
the way, I had only been a member of this company in good standing since 1917. 

Now, that comes from a representative citizen of New York as a 
result of the publicity that was given to this committee and particu- 
larly by the gentleman who wrote those very worthwhile articles for 
the Scripps-Howard newspapers. 

Now, I think we could go right on for the rest of this afternoon 
reading one after the other. This letter was written by an insurance 
company, I assume, justifying the cancellation of a policy and it in- 
cluded this remark in one of the letters: 

You are probably not aware that an insurance company operates on the basis 
of the insured being in average health. When the policyholder experiences some 
disability which causes him to fall below the standard, it becomes necessary to 
cancel the policy in question. 

In other words, you can only have insurance if you continue to be 
well. That company was the Continental Casualty Co. that wrote 
that letter. 

That is kind of bold, I think. It is very plain, it left no doubt in the 
mind of the person you had better keep well or you can’t have any 
policy insurance to guarantee you against the expense of illness. 

I have the policies here. I read from another one, the Sterling 
Insurance Co., Chicago: 

I have been informed by our Pennsylvania agent, your claim check has been 
approved and was mailed on March 2, 1953. Therefore, you have most likely 
received it by now. 

The action taken in regard to your policy was one that we regret was necessary 
because of the very nature of the policies which you have. As you can see, it 
is necessary that a degree of health be maintained for qualification for the type 
of coverage offered by your policies that is considered a proper risk for the type 
of coverage. This does not mean that you are not in good health, but it does mean 
your health is not such that the coverage which you have can be continued. 

So he was out. 

Now, I have one here, a letter written to one of the life insurance 
and casualty companies whose name I have mentioned in that list. 
Chey wrote: 

Replying to your letter of July 30, I want to thank you for the “farmer and 
barn story” for people in bad health, especially if they have the White Cross plan. 

I think all of your policyholders would appreciate a copy of this letter. They 
might not be interested in the farmer and the barn, but I am sure they would be 
interested in the fact that their policy would not be renewed if you thouglit 
their health was bad. 


I have a claim to file for a broken rib for Mrs. ———— which occurred in June 
if you think it would be fair to the policyholders for me to file same. Please 
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send the necessary claim sheet, and return 75 cents overpayment made on June 
8 as per your notice, that I may use it at my option. 

Hoping your policyholders will stay in good health and meet your advance 
in premiums, and thanking you again for the “farmer story,” I am * * *. 
The letter to which that is in reply reads: 

We received your renewal premium of $5.25. As you know insurance is funda- 
mentally a mutual endeavor. A great many people pay a relatively small amount 
periodically to be assured a sudden misfortune will not upset their economic 
lives. A farmer can allocate a small portion of his income for fire insurance 
without inconvenience, but if the barn caught fire and he lost the building and 
his crops, it would probably spell financial ruin. Health, accident, and hospital 
insurance are based upon the same principle except they are newer forms of 
insurance. Fire insurance companies have accumulated figures over genera- 
tions and know one building is more hazardous than another and can charge a 
rate fair to all. 

Health-insurance companies have based their rates upon standard risks 
(healthy people). Inasmuch as the figures are not yet available to determine the 
cost of the extra hazard involved we must temporarily decline to carry insurance 
on ———. Because of her physical condition there is a greater hazard and in 
fairness to all other policyholders, including the balance of your family, we must 
retire from the risk. The policy provides it is renewable at the option of the 
company. We are enclosing duplicate riders. Please sign, attach one to the 
policy, and return one copy to us. We have reduced the premium and the policy 
remains the same except there is one less person insured on the group. 

I think with all that I have here, and which I intend to make a part 
of the record in some instances, I have demonstrated that there is a 
situation here beyond the question of coverage in the sense that we 
have been speaking of it that requires some kind of treatment and 
some kind of remedy. 

Now, what can you offer to me as a hope that the National Associa- 
tion of Insurance Commissioners will take cognizance of these situa- 
tions and correct them ? 

Mr. Mvurrny. Mr. Chairman, currently each insurance department 
in this country has a section of that department or a division known 
asaclaim department. We receive letters of the same nature that you 
received and in each instance that we receive these letters we do make 
a thorough investigation of the matter and upon the completion of 
that investigation if it is found that the policyholder has been taken 
advantage of there is ample remedy under the laws of the various 
States to take care of the situation. 

I do not want you to think that I am treating it lightly, but this 
is one of the major problems of most insurance departments; I might 
say, all insurance departments. There may be instances as in some of 
the letters that you have read that have occurred and because it was 
not called to the attention of the insurance department there was 
nothing done about it. 

But in each instance where it is called to the department’s attention, 
I think that I can safely say that each department will give serious 
consideration, make a thorough investigation, assemble all of the facts 
and then make a decision in the matter. 

We have done this in some instances. This is one of the points in 
the program, the overall program which we have today, advertise- 
ments have been misleading. 

The CHarrman. If you would be interested enough to try to cor- 
rect it in the way that you have indicated, why should not members 
of the legislative body correct it by making it a provision of law? 
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Mr. Murruy. In many instances the legislature has passed a law 
which gives the commissioner a discretionary power without spelling 
it out item by item in the law to take care of these situations. 

The Cuatrman. They are not taken care of, then, are they? 

Mr. Morruy. We think they are, sir. 

The Cuarrman. Then these people evidently did not know to take 
it up with their commissioner. 

Mr. Mureuy. I would not dispute that, sir. It is entirely possible 
in a number of cases. 

The Carman. Let me read this one, which is rather pathetic. 
This was written to the editor of Labor, from Clinton, Iowa: 

In reply to your notice, rackets in health and accident insurance, I want to 
say Mrs. and I are an old couple she 92 and myself 85. We paid attention to 
the glowing advertisements of how nice it would be to be insured. and so each 
took out policies in the National Protective Insurance Co., Kansas City, which 
transferred to the Guarantee Reserve Life Insurance Co. of Hammond, Ind. 
We supposed we were insured when Mrs. fell down and broke her hip in Febru- 
ary 1952. We notified company of accident. Doctor’s papers and all. They 
notified us policy not in foree because Mrs. had got to be 90 years old. They 
in meantime had been accepting the premiums right along and when we sent 
them a copy of the last receipt they sent her $22, but our bill was $840 and I 
fell in the bathtub and fractured three ribs, but never sent in a claim and we 
quit them and so all the time we thought we were insured, when we were not. 


In other words, they were insured and then when a claim arose they 
were declared out because of their age and notwithstanding which 
their policy premium had been received in the meantime. The com- 
pany endeavoring to straighten itself I suppose from a legal situation 
returned them the $22 which I assume was the premium, but refused 


to pay the bill of $840. 

Do you wonder they call it a racket? If these people have written 
to us out of the thousands, I would say millions that carry these 
policies, is it not fair to assume that a great many others have had 
the same experience as these individuals that have made known their 
complaints ¢ 

Now, what is the age limit that is fixed for this type of policy? 

Mr. Mureuy. By-statute there is no age limit fixed, Mr. Chairman. 
The policy contract and the underwriting principles of the company 
would govern that. That is the age of insurability. 

The CxHamman. In the case of these people they took their pre- 
miums, gave them a policy, and then when a claim came due it was 
refused on the ground that they were too old to have a policy. 

Mr. Mureny. Frankly, I don’t know either of the companies that 
the letter refers to. Iam afraid I could not answer the question as to 
what the insurable age was. 

The Cuairman. I could go right on giving you illustrations. T have 
many of them here. As I say, I have had 300 of the complaints 
examined personally by my staff. They have made up these per- 
centages, and so forth, that I have here and will make a part. of the 
record. 

Now, coming back to the question of coverage, the thought that 
was in the mind of the President, if I am able to interpret from 
conversations I have had with the Department, of Health, was that 
at the present time because of lack of actual experience the com- 
panies hesitate to wrtie certain types of insurance or go beyond cer- 
tain ages or include certain diseases, and the purpose of this was to 
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encourage companies to go into that type of business, expand it so 
as to take care of these people that need to be taken care of, and with 
the Government saying, “We will participate with you, we will stand 
in back of you in the event your actual experience is different from 
what we had anticipated it would be.” 

They go further and say, “Do not force this on our insurance com- 
panies. “We leave it only to those who wish to accept.” 

They can accept it or they do not have to accept it. 

Now, in addition to that, while you have made some reference to 
the fact that the Secretary has the power of discretion, yet we are 
providing in the bill that there should be an advisory council that 
will be with him and will participate in all of this. What more could 
be done to protect all interested parties than has been provided for 

in this bill? The very fact that it is voluntary im character takes 
away any thought of socialization because the individual company 
must decide for itself whether it wishes to come under the plan or not. 

Mr. Mureny. Mr. Chairman, may I refer to a statement that I 
made this morning? If the purpose of the appropriation of $25 
million is to pay excessive loss without any return to the fund from 
the direct carrier, then I would like to restate to you, sir, that that 
kind of program would enlarge health insurance, it would expand 
health insurance. 

However, as I read the bill, 1 don’t find that that $25 million is to 
be used for the payment of excessive losses. ‘The carrier who partici- 
pates in this program or in this plan must pay a reinsurance premium 
to the program in order to keep that fund intact. 

Now, if that be true, sir, there is no inducement because of the $25 
million to the ex pansion of the health insurance program. 

The Cuatrman. I might infer from that that you would prefer a 
provision that would not require any payment to be made. 

Mr. Murrnuy. No, sir; I am not trying to say that, sir. I am trying 
to say that if that is the plan under ‘the bill, then we do feel as an in- 
surance commission that you would be substituting the insurance busi- 
ness to the extent that you would be assuming the losses above the 
present loss ratio for the purpose of expanding their coverage to those 
who may not be insurable according to the sti andards of today. 

The Cuamman. What is different in principle from my having fire 
insurance on my home for which I pay a premium and have no fires 
and my neighbor does have a fire and is paid on his insurance policy ? 
Have I not “helped subsidize his loss? 

Mr. Murruy. To a certain extent you have. 

The Cuamman. What is the difference in principle? In this case 
it is the Federal Government because of its obligation to promote the 
health of its ny 3 

Mr. Murreuy. I do think you must give consideration to the fact 
that the rate on that policy was fixed prior to the time you purchased 
it. From experience it was determined that a certain amount of 
money was necessary to cover your building and your neighbor’s 
building. 

Now, I don’t think that that is subsidization as far as the Govern- 
ment and the individual are concerned. 

The Cuarman. I said in principle what is the difference? The 
only difference in this bill is that the Government provides a fund to 
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start with which it hopes, of course, will never have to be used. The 
gas are supposed to carry it the same as the preenes that have 

n paid into the Federal deposit insurance that have grown to such 
tremendous proportions at the present time because of no losses that 
most banks are anxious for legislation that would cut the premium 
rate that they are paying at the present time. That is all this is. It 
is the same thing. 

Mr. Mourrny. May I disagree with you on that, sir, and say where 
the Government on the one hand is furnishing the money and there 
is equitable pro ration of an amount of money that each person would 
pay in order to arrive at the payment of a loss, I do think, sir, that 
there is a great deal of difference in the two illustrations. 

I do not think that anyone would say I was subsidizing my neigh- 
bor because he had a loss. However, if the government of the State 
of South Carolina said, “Now, listen, you cut the rates down or don’t 
increase the rates, or don’t use your experience, and if your loss is 
more than a certain amount of money the State will pay it,” I think 
that is definitely subsidization. 

Mr. Youncer. Will the gentleman yield? 

The Cuamman. Yes. 

Mr. Youncer. Just one question on that point. You understand 
that the Government put $300 million in the fund of the FDIC to 
start with? You know that, do you not? 

Mr. Mourpuy. No, sir; I don’t. 

Mr. Youncer. Well, they did. The Treasury of the United States 
put $300 million in the FDIC to set it up for the insurance. They 
put $100 million in the Federal Savings and Loan Insurance Corpora- 
tion to set it up. 

Now, fortunately, for both corporations, the premiums have been 
ample, but when it comes to the subsidizing, if what you say is sub- 
sidizing, that is merely setting up the capital for the initial coopera- 
tion, then the FDIC would be called subsidizing, which I do not believe 
is true in either case. 

I wanted to make that point, Mr. Chairman. 

The Cuamman. It is a very good point. In other words, the simi- 
larity in principle, the underlying principle in this legislation and 
that which comes from experience in this country through the opera- 
tion of the RFC, the Small Business Administration, the housing, the 
shipping, the farmers, and the agriculture, and all the different in- 
surance features to give encouragement and to provide against loss— 
which have been operated in most of these instances, if not all, at 
a profit instead of a loss—certainly is not different than what we are 
striving to do in this case. 

In this instance the Federal Government is only putting up such 
a comparatively small sum of money, $25 million, to act as a backstop 
to help companies that will have the courage to step out and try to 
give insurance to those who can’t get it now either because of age, be- 
cause of some other condition, or what not. 

Now, to me there is no difference in principle in it. 

I realize I have taken more time than I should, but I had been 
hopeful in bringing these matters to the attention of the head of the 
State insurance commissioners that maybe we could make a sufficient 
impression that somebody would do something to take care of those 
who are in need of this insurance and not have them treated the way 
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these letters indicate they are being treated under present laws, or 
lack of present laws at the present time. 

In view of the fact that all of these insurance companies operate on 
an interstate basis into the different States of the Union, it is hard to 
visualize how the laws in any one State would be as effective as a 
Federal State law would be. 

For the same reason they passed the Securities Act because the 
individual blue sky laws in individual States were not sufficient to 
cover. 

There are instances where you must have Federal legislation if it is 
going to be effective at all. This may be one of those instances. 

Mr. Murrnuy. Mr. Chairman, if I may I would like to make an ob- 
servation about the bill at this point. 

Based on the letters which you read and the type of complaint which 
is contained in those letters, in reading the bill I do not find any provi- 
sion in the present bill that would eliminate those things. 

As I stated to you earlier this morning I visited with the officials 
of the Department of Health, Education, and Welfare and assured 
them of our wholehearted cooperation in arriving at any kind of 
program that would be in the public interest, and would maintain the 
supervision of the insurance on its present level; we welcomed their 
cooperation and wanted them to know that we will cooperate with 
them. 

But in reading the bill there are many things in the insurance busi- 
ness that we would like to see corrected and that we are striving every 
day to correct. 

And I might go back and say this to you: That the day the President 
delivered his health message to Congress I was here in Washington 
and visited with the Department of Health, Education, and Welfare. 
At that time I assured them of our interest and assured them that we 
would cooperate in every way that we possibly could in assisting in 
putting into effect the purposes outlined by the President. 

I did not hear from them until the bill had been drafted. I do not 
want you to think that I am criticizing them, bue we did offer our 
cooperation. 

We are here today offering our cooperation. I hope that you will 
not get the idea that because we are here opposing certain provisions 
of this bill that we are not of a cooperative spirit. We are, and we 
would like very much to assist in any way we can in arriving at some- 
thing that would fulfill the purpose as outlined in the President’s 
message. 

We sincerely do not believe that the bill will do that. That is our 
opinion, sir. I am sorry if our opinion differs with yours, but that is 
our sincere opinion and we say that we have a difference of opinion, but 
we are very, very anxious and ready to come in and try to do some- 
thing that will accomplish the purpose that you want. 

The Cuarrman. Now, I think no one will ever accuse me of finding 
fault with somebody because they have a different opinion than I do. 
What I object to is people who have a different opinion, but have noth- 
ing to offer in exchange. That is where I think the weakness comes 
from those who oppose the legislation. They oppose it without giving 
you anything in its place. 

Mr. Mourrny. Mr. Chairman, may I say we have offered our assist- 
ance. We are offering our assistance to the Department of Health. 
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The Cuamman. Now you say there is nothing in the legislation 
to take care of the situation such as I have read to you in these letters. 
It would take care of it if those particular companies applied under 
this bill. 

Mr. Youneer. Your first complaint about this bill is that it is in 
the opinion of your committee in truth and in fact a bill authorizing 
and —— ‘for regulation of this phase of the business of insur- 
ance by the Federal Government and should be considered as such. 

 . other words, your first objection and fear is that this bill would 

eate Federal supervision. Now, if it creates Federal supervision it 
is a ancien that they would regulate such matters as that. 

Yet, in your statement you said that the bill does not read that way. 
I think those two statements you have made are not just down the 
same alley. 

Mr. Mureny. If I m: vy, I think I can possibly clarify that for you, 
sir. I stated that the bill did not contain any provisions which would 
eliminate practices such as the chairman spoke of. 

Mr. Youncer. But it would if it creates Federal supervision. 

Mr. Mureny. Yes, sir; in our opinion there is a definite possibility 
that there could be a Federal regulation of this. However, in its 
present form the bill does not have any remedy for this particular 
situation. 

The Cuarrman. It has the remedy, but has not applied it. 

Mr. Murruy. The one thing I am trying to bring out to you is 
that under an insurance program I think you i would find your Federal 
Government in the same position that you find your State depart- 
ments in today, the position which you referred to a few minutes ago 
of possibly not doing anything about. this, because under this rein- 
surance program the Department of Health, Education, and Welfare, 
I don’t think will settle the claims directly with the insured. 

Therefore, there could be many instances such as you have here 
before you that your Department of Health, Education, and Welfare 
would never hear of. 

Therefore, there could be a laxity in the regulation. That was the 
point I was trying to make to you, sir. 

Mr. Youneer. I think that is a little different from your first 
statement. 

The Cuareman. If there are situations that have come to light as 
a result of this bill and the worthwhile articles that have been writ- 
ten in connection with it, then we can take action on those matters. 

So do not feel just because this bill does not cover what you in your 
opinion think it does not cover, do not figure that we could not make 
it cover those or even go further than that if it becomes necessary 
to regulate. 

Mr. Mourpuy. Yes, I realize that, but what I was trying to say to 
you, sir, is this: That your reference to the possible inactivity on the 
part of the insurance commissioners in not taking care of all these 
things could very easily happen under the program which you sug- 
gest “here and your Department of Health, Education, and Welfare 
would never know of certain instances of just such occurrences as 
you read about there, sir. They have to be called to the attention of 
the supervisory officials before appropriate action can be taken. 

I assure you, sir, and I don’t want to refer again to our own super- 
vision, but I assure you that no complaint that reaches our depart- 
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ment goes unanswered. They are given serious consideration and we 
take action. 

The CuatrmMan. How do you stop a company from writing insur- 
ance in your State that has not filed with you and been approved ? 

Mr. Morruy. There is no provision in the law where I can stop 
that. There is no provision in our law which gives me authority to 
stop a company writing business through the mails. 

However, through the cooperation of the home State of that com- 
pany we have attempted—and I think that that business today has 
been curtailed to a large extent ; I don’t think that the mail order busi- 
ness as it is known is near as large today as it was a few years ago. 

Mr. Hate. You mean by that that if a corporation having no place 
of business in South Carolina perpetrated fraud by mail, then 
there is nothing you can do about it except, I presume, to report to 
the postal authorities, that frauds are being perpetuated by mail; is 
that correct ? 

Mr. Mourruy. My first action in that respect is to take it up with 
the home State commissioner and give him the full facts and in prac- 
tically every instance we have gotten action through him. 

The Cuatrman. How did they stop from practicing in your State 
by mail? 

Mr. Mureuy. They have ample authority under the law to do that, 
sir, under the statutes. 

The Cuarmman. Where would the suit be brought with a policy 
written in your State by a company that did not have any right to 
write the policy? 

Mr. Murrny. It can be brought in the State of South Carolina. 
We have a provision in our law. 

The CuarrMan. Who is it served on? 

Mr. Murpny. It is served on the insurance commissioner of that 
State. 

The Cuarrman. Even though the company is not registered there ? 

Mr. Moureny. That is right. We have a statute law which pro- 
vides 

Mr. Hatz. When you say “we” have a law, do you mean the State 
of South Carolina ¢ 

Mr. Murpuy. The State of South Carolina and I think this law has 
been enacted in most of the States at this time. It was a uniform pro- 
gram of the National Association of Insurance Commissioners, what 
we call the unauthorized insurance act. This law provides that if a 
company not licensed in any State issues a policy to a citizen of any 
State, that by the issuance of that policy they appoint the insurance 
commissioner as their attorney to accept service and service can be 
obtained through his office and the jurisdiction is in the courts of the 
State of South Carolina. 

Mr. Harz. You mean that the State of South Carolina is a kind of 
statutory “goat”? 

Mr. Moreny. I didn’t quite get that. 

Mr. Hare. The State of South Carolina is a kind of statutory goat 
and anybody who goes wrong anywhere can be sued by service on 
someone in the State of South Carolina. 

Mr. Murrnuy. No, sir. 

Mr. Hate. I did not follow what you said. 
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Mr. Murpuy. Let me see if I can explain it to you. We have a pro- 
vision in our law 

Mr. Hate. When you are talking about “we,” are you talking about 
South Carolina? 

Mr. Murpuy. South Carolina has a provision in their law that says 
this in substance, that if a company not licensed in a State issues a 
policy to a citizen in the State or collects a premium from a citizen 
of the State by that act they appoint the insurance commissioner of 
South Carolina as their attorney to accept service, and then the suit 
can be tried in the courts of the State of South Carolina. 

Mr. Hate. If a corporation which is not authorized to do business 
in South Carolina were to do business there, then the insurance com- 
missioner of South Carolina can ipso facto as the agent of that corpo- 
ration, accept service; is that right? 

You say statutes of that kind are common around the country ? 

Mr. Murruy. There was a uniform statute recommended by the 
National Association of Insurance Commissioners. I am not sure just 
how many States have adopted it, but it is a considerable number. 

The Cuairman. Would you think that to assist the States in their 
Federal regulation there might well be a Federal prohibition against 
use of radio or television to solicit in a State where the company was 
not licensed to do business ? 

Mr. Murrny. Personally, I do, sir. 

The CHatrman. Do you think that in order to enable the States 
better to have contro] over the companies selling health insurance 
within their own State borders that there ought to be some kind of 
Federal statute making it illegal to use the mails to solicit within or 
collect from residents of a State where the company was not licensed 
to do business ? 

Mr. Mureny. Again answering personally, I would like to see such 
a statute. 

The Cnamman. I think that is perfectly proper. 

Mr. Murruy. | might say this for the record, that there are some 
of my fellow commissioners that don’t agree with me on that. 

The CuarrmMan. Well, that is based on the letter we have here before 
us in answer to one of these articles that have been published. 

Some time ago I wrote the commissioner of insurance of the State of Michigan 
as to whether the Postal Life & Insurance Casualty Co. were registered in 
Michigan to do business in Michigan. They replied to my inquiry, as follows: 
“They are not registered in Michigan.” You would have to go to Missouri if you 
had to sue for settlement, in case they disputed your claim. 

That was the answer he got from the commissioner of Michigan. 

Well, I won’t take any more time. I regret that time does not permit 
my going into many, many other matters in connection with these 
letters that leave no doubt that there has to be some consideration 
given to the protection of our people. The problem, of course, is 
complicated because of the transaction of business across interstate 
lines where the individual commissioner in a particular State is unable 
to handle the situation even though he might be willing to do so and 
anxious to do so. 

The Supreme Court already has said it partakes of interstate com- 
merce and, therefore, it has to be reached that- way through use of the 
mails, denying the use of the mails or requiring in a radio or tele- 
vision program, for instance, an announcement that “We are not 
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licensed to do business in this, that, or the other State,” where the 
radio message would be carried across State lines and into a State 
where they could not do business. 

In some way there has to be some protection given to people that 
would take these policies, that carry them as much as 35 years and 
they have their first illness after paying premiums all those years and 
to be told, “Now you are susceptible to an illness, why, your policy 
is canceled.” 

It is just something that stirs one up as to the injustice in matters 
of that kind that there ought to be some provision made o ake care of 
cases of that kind. That 1s my opinion. 

Mr. Mourrny. I agree with you wholeheartedly on that kind of case. 
A case such as that, if those are the true facts of the case, is a horrible 
example. I would say this to you, again referring to my own juris- 
diction, that if that had been called to my attention I certainly would 
have gotten all of the facts, and the policyholder in my State would 
not have been treated like that, if the company wanted to continue to 
do business in my State. 

Mr. Younger. I think it ought to be put into the record, in fairness 
to Mr. Murphy, that out of the 300 complaints, none of them origi- 
nated in South Carolina. 

Mr. Murruy. I am very grateful for that, sir. 

Mr. Youncer. Now, one other question to clear up the point that 
we were talking about this morning. I will ask the question in a little 
different way to see if we cannot get a meeting of the minds. 

Taking into consideration the changed value of the dollar during 
the last 5 years, do you not think that the carriers issuing hospital and 
medical prepaid policies are giving broader coverage today for the 
same value dollar than they did 5 years ago? 

Mr. Murrny. I appreciate your asking that question because I 
know this morning I didn’t give you a full answer on it. 

Let me say this, there are many factors which come into this picture, 
and I think this morning I led you to believe that the only reason 
it could be broadened was because of a rate increase. That is not 
true. 

If I left that impression with you, I didn’t give you all of the facts. 
There are many factors which come into the picture where some com- 
panies could broaden their coverage without a rate increase due to 
underwriting practices, for instance, where their loss ratio is low 
because of their strict underwriting practices. 

Then a company can broaden the coverage without an increase in 
rate. 

Again I would like to say in some instances the volume has some- 
thing to do with it. 

But there are many factors that come into this thing that could 
broaden the coverage. They have found those by experience. Ac- 
tuarial science and experience has gone a long way jn developing that 
kind of expansion. 

If I left the impression with you this morning it was my opinion 
that the only thing that would enlarge the program would be a rate 
increase, I gave you the wrong impression. I certainly appreciate 
your giving me the opportunity of enlarging on it. 

Mr. Youncer. You would agree that the companies today through 
all those factors you mention, are giving today probably broader 
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coverage for the same dollar value, considering the change in the 
dollar value, than they did 5 years ago? 

Mr. Murpny. Yes, I think so. 

Mr. Youncer. That is all. 

The Cuarmman. That will be all for today. 

Mr. Mureny. Thank you very much, Mr. Chairman. 

May I say this, Mr. Chairman, that at any time that you feel I or 
the National Association of Insurance Commissioners, can be of assist- 
ance to you and your committee, we certainly would deem it a pleasure 
to have you call us and we will cooperate in every way that we possibly 
can, sir. 

The Cuarrman. Thank you. 

Mr. Dotutver. Mr. Chairman, at that point I would like to say this, 
speaking only for myself: I think one place you can be of the greatest 
assistance to this committee is to propose a program whereby we can 
deal with these insurance companies which gyp the public in the 
manner which has been demonstrated, or related by the chairman this 
afternoon. I think you commissioners should get a committee going, 
you being the president of your organization, to meet that problem 
and tell us how to solve it. 

I think that is of utmost importance in this situation and your offer 
of help as far as I am concerned is accepted right now for the purpose 
of drafting some plan either by Federal or State legislation to meet 
that problem. It is most acute. 

Mr. Mourreuy. We are working today, our accident and health com- 
mittee, and I am hopeful at our national meeting in June that they 
will have a program that may lead you gentlemen to believe that we 
are doing a little more than would show on the surface. 

I am very hopeful that that program will come out in June. 

The Cuarrman. Where will that meeting be held? 

Mr. Murruy. Our next meeting will be held in Detroit, beginning 
the 7th of June. I have extended an invitation to officials of the 
Department of Health, Education, and Welfare to come to the meeting 
and to give them a place on our program for them to tell us what they 
want to do and then certainly we will work with them, we will be glad 
to work with them. 

The Cuamman. Certainly that is a very fine thing your organiza- 
tion has done. I hope they will avail themselves of the opportunity. 

Mr. Morpny. I was assured this morning that they would. 

The Cuarrman. Thank you. 

Mr. Mureny. Thank you, sir. 

The Cuarrman. Now, Mr. Smith. 


STATEMENT OF FRANK E. SMITH, DIRECTOR, BLUE SHIELD 
MEDICAL CARE PLANS, CHICAGO, ILL. 


Mr. Situ. I will say at the outset before I begin reading my state- 
ment, the first page and a half is somewhat of a recap of what I had to 
say here in February. If you do not mind it will only take a few 
minutes to read it because it leads on into the other testimony. 

To identify myself, I am Frank E. Smith. I am the director with 
full executive responsibility for the administration of the affairs of 
the Blue Shield Medical Care Plans, an Illinois nonprofit association 
whose members are 78 Blue Shield plans. 
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I will have to say parenthetically for the record, Mr. Chairman, 
that in my last testimony the number of Blue Shield plans wes some- 
what less than 78 by reason of the fact at our annual meeting in 
New York in April we took in 3 new members of the Blue Shield plan 
in the State of Washington. 

I have held this position since the association was first established 
in 1946, having previously been employed by California Physicians’ 
Service, the Blue Shield plan serving the State of California. 

The 78 Blue Shield plans which I represent are locally incorpo- 
rated, autonomous organizations, each one of which is sponsored in 
its own area by the medical profession, through a State medical so- 
ciety, a county medical society, or a combination of such medical 
organizations. 

Each Blue Shield plan is operated in the public interest on a not- 
for-profit basis, and serves as living testimony to the belief of the 
medical profession that voluntary methods, developed in an atmos- 
phere of free enterprise, will ultimately produce the best answer to 
the problem of meeting medical-care costs through prepayment. 

Blue Shield medical-care plans serves as an association through 
which the collective efforts of 78 member plans are coordinated in the 
best interest of all concerned, the physician as well as the subscribing 
member. The affairs of the association are governed by the Blue 
Shield commission, an elective body created by the plans themselves. 

More than 29 million persons have been enrolled as members of 
Blue Shield in a little more than 10 years, a record in which we 
have considerable pride. New members are being added at the rate 
of nearly 20,000 each working day and the rate of growth has not 
yet shown any appreciable tendency toward slowing down. 

It would be entirely safe to predict that many millions of new 
members will be added to Blue Shield during the next few years, 
whether or not any changes in present benefits or modes of operation 
were made. 

But one of the characteristics of any new enterprise, and certainly 
it is true of Blue Shield, is its flexibility and constant change in re- 
sponse to public needs. 

Within the last year 10 Blue Shield plans have introduced new 
forms of coverage, generally known or described as benefits providin 
protection against the costs of prolonged illness. Many Additional 
plans have such forms of coverage under consideration and will no 
doubt offer new certificates, or riders to existing certificates, to their 
subscribers during the current year. 

Additional experimentation is being made in the direction of in- 
dividual coverage for the nongroup subscriber on a more liberal basis, 
removal of age limitations for both group and nongroup subscribers, 
elimination of certain type of exclusions, and the extension of benefits 
into previously uncovered areas of medical and surgical care. 

I believe you will agree that Blue Shield has made remarkable 
progress in meeting a public need in a very few years. 

We have been invited to testify on previous occasions before com- 
mittees of both the United States Senate and the United States House 
of Representatives, as well as various agencies of the Federal Govern- 
ment, on a variety of problems. Never before, however, has any 
representative of Blue Shield been privileged to come directly from 
an annual meeting of Blue Shield plans to present testimony. 
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The date on which this testimony is piven permite wel bring P 
ue Shield plans have agree 


your committee a statement in which B 
unanimously by official action. { ! 

Our 1954 annual conference was held in New York City on April 
4-8, 1954. Immediately prior to the conference, the Government 
relations committee on the Blue Shield Commission met to study the 
administration’s reinsurance proposal and to draft a statement of 
policy which would properly reflect the thinking of Blue Shield plans. 

The Government relations committee submitted its proposed state- 
ment to the Blue Shield Commission, which approved it unanimously 
and voted to recommend its adoption by the 1954 annual conference 
of plans. 

Ketter careful study and thorough discussion, the conference voted 
unanimously on April 8, 1954, to adopt the statement which I will 
now present: 


STATEMENT REGARDING THE ADMINISTRATION REINSURANCE Britis (H. R. 8356 
AND 8. 3114) Apoprep sy BLUE SHIELD PLANS ON APRIL 8, 1954 


The annual 1954 conference of the 78 Biue Shield plans has studied and 
endorsed the basic objectives of the President’s message to Congress on health 
insurance matters. It believes in the encouragement of experimentation and 
expansion in the field of voluntary health insurance. 

The plans recognize and appreciate the sincere intent of President Eisenhower's 
administration to make adequate health coverage available to more people by 
“encouraging and stimulating the expansion of voluntary health programs.” 

With these premises in mind, the Blue Shield plans have given careful consid- 
eration to the administration’s reinsurance proposal and has come to the con- 
clusion that it may well be unnecessary with respect to Blue Shield plans for the 
following reasons: 

1. An outstanding characteristic of Blue Shield plans is that they have experi- 
mented and pioneered in a totally new concept of medical protection and have 
demonstrated their ability to stand on their own feet financially. 

2. Since their inception, Blue Shield plans have been underwritten and hence, 
in fact, reinsured by the physicians who sponsor them. Customarily there is 
either a written or implied agreement that sponsoring physicians will accept 
a pro rata reduction in fees paid by the plan should it become necessary for them 
to do so. Several of the most successful Blue Shield plans in operation today 
were subsidized in this manner by their sponsoring physicians during their early 
days of experimentation in an unexplored field. 

3. In but a few short years, Blue Shield plans have made remarkable progress 
in both the extension of enrollment and the extension of benefits. At present 
Blue Shield plans have an enrollment of over 29 million people. Having come 
through the early critical period there is no reason to expect that they will now 
need to rely upon anything other than their own proven success as they continue 
to expand their operations in accordance with the reasonable expectations of the 


public. 

Your committee might wish to have a further word of explanation 
regarding the relationship between the various Blue Shield plans and 
what we term “participating physicians,” in order that you might 
better understand the nature of the underwriting support to which 
our statement refers. 

With very few exceptions, physicians practicing in the areas served 
respectively by 78 Blue Shield plans, have been invited to sign par- 
ticipating agreements with their own plan. These agreements have 
the effect, and are, in fact, contractual agreements. 

As of December 31, 1953, more than 123,000 doctors of medicine 
have signed such agreements in the United States, compared to an 
estimated 155,000 doctors of medicine in private practice. 
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There are five States, each with relatively small populations, in 
which there are no Blue Shield plans operating. In the remainder 
of the States 89 percent of the physicians in private practice partici- 
pate in Blue Shield by signed agreement. 

One of the common provisions found in all participating agreements 
is one by which the physician agrees, if necessary, and during any 
given accounting saibed, to accept a reduced pro rata share of the 
schedule of fees for services rendered to subscribing members. 

Some Blue Shield plans have, during the last 10 years, called upon 
their participating physicians to accept such reduced payments while, 
at the same time, crediting their patients’ accounts as though the full 
amount listed in the schedule of fees had been paid by Blue Shield. 

The contractual provision just described provides a financial guar- 
anty, in which the physicians themselves serve as guarantors. In 
effect, this financial guaranty on the part of the medical profession is 
a form of reinsurance and provides Blue Shield plans with the finan- 
cial ability to experiment in the direction contemplated by the Health 
Service Plan Reinsurance Act. 

This unique relationship between physician and the plan, true on a 
large scale only of Blue Shield plans, accounts for the position taken 
by our 1954 annual conference in the official statement which has been 
incorporated in this testimony. 

(Mr. Smith’s prepared statement follows :) 


STATEMENT oF FRANK E. SmitH, Drrecror, BLUE SHIELD MepicAL CaRE PLANS 
CHICAGO, ILL. 


My name is Frank E. Smith. I am the director, with full executive responsi- 
bility of Blue Shield medical care plans, located in Chicago, Il. 

Before presenting a description of Blue Shield, may I call attention to testi- 
mony submitted on two previous occasions, which may be known or be of some 
value to the committee. 

I refer to data regarding Blue Shield contained in a report prepared by Dean 
Clark 2 years ago for the Senate Subcommittee on Health, and testimony given 
by Dr. Charles G. Hayden 1 year ago before the President’s Commission on the 
Health Needs of the Nation. 

With your permission, Mr. Chairman, I will present my testimony in a series 
of basic questions, in which I believe your committee is interested, and my 
answers will be as brief and factual as I can make them. 


What is Blue Shield medical care plans? 


It’s.an-international association (limited to the United States and Canada) 
of voluntary, nonprofit, medically sponsored, medical care prepayment plans 
which apply for membership and are accepted. 

Acceptance of a plan as a member is based on a plan’s conformity with certain 
standards of organization and operation established by the association itself. A 
copy of our membership standards are attached to this testimony for examina- 
tion by the committee at its convenience. 

The association is incorporated in Illinois as a nonprofit organization, receiving 
its charter in March 1946, with nine plans serving as charter members. 


What is the Blue Shield commission? 


The Blue Shield commission, elected annually by the member plans of the 
association, is the governing body of Blue Shield medical care plans, comparable to 
a board of directors or board of trustees in other corporate bodies. Member 
plans, elected by districts, are represented hy 1 trustee and 1 executive from each 
district, with 8 commission members elected at large, A majority of the com- 
mission are doctors of medicine, a complete roster appearing on the back page 
of Fast Facts about Blue Shield, one of the commission publications which is also 
attached to this testimony for the committee’s information. 
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How is Blue Shield medical care plans financed? 

By membership dues paid monthly by each member plan. Dues are assessed 
on a millage basis as related to the total number of certificates in force in each 
plan’s area of operation. 


What is the function of Blue Shield medical care plans? 


By comparison to things which are familiar to most of us, Blue Shield medical 
care plans is a trade association type of organization. Its principal function 
is the provision of certain services to its member plans, and the coordination 
of national projects which are voted from time to time by the member plans. 

Neither the association nor its governing commission has any autherity over 
the affairs of its member plans. No orders can be given or controls established, 
except by the consent of the member plans in annual or special meetings. 


What is the relationship between the Blue Shield commission and the Blue Cross 
commission? 


There is no legal relationship of a corporate nature. Both commissions are 
housed in a common office at 425 North Michigan Avenue in Chicago, and the 
commissions have entered into a joint operating agreement covering the terms 
of joint occupancy of office space and the joint employment of certain staff 
members where mutual interests and economy can best be served. 

Beyond the relationship which exists in the operation of the office in Chicago, 
there are numerous instances in which committees of the Blue Shield commis- 
sion and similar committees of the Blue Cross commission meet and work jointly, 
and many conferences of plan personnel and national activities are jointly spon- 
sored by the two commissions. 

At no time is the identity or interest of either commission considered subsidiary 
to or lesser than the other. 


How many Blue Shield plans are there? 

From a beginning of 9 charter member plans in March 1946, the association 
has grown in membership to a total of 77 plans, operating in 42 States, the Dis- 
trict of Columbia, Hawaii, Puerto Rico, and 8 Canadian Provinces. 

What is the relationship between a Blue Shield plan and the medical profession? 

To qualify as a member of Blue Shield medical care plans, a Blue Shield plan 
must be either sponsored or approved by the organized medical society in its 
area of operation. In most instances this sponsorship is provided by a State 
medical society, although some Blue Shield plans are sponsored locally by a 
county medical society or group of such societies, this being the case when the 
plan does not operate on a statewide basis. 

In all but a few plans the governing board is characterized by a majority 
representation of doctors of medicine, There is a total of 1,212 men serving 
without remuneration 6n the boards of 77 Blue Shield plans. Of this number, 
773 are doctors of medicine. 

Most Blue Shield plans, the exceptions being some few plans which operate on 
am indemnity basis only, have entered into participating agreements with physi- 
cians in their areas for the providing of benefits to subscribers and their depend- 
ents according to stipulated contractual terms. This is particularly true of the 
60 plans which offer benefits on a service basis to the subscribing public. 

As of December 31, 1953, an estimated 123,500 doctors of medicine have entered 
into such agreements in the United States, as compared to an estimated 155,000 
doctors of medicine in private practice and available to subscribers for profes- 
sional services. These estimates are based upon known facts as of December 31, 
1952, the present figure being unobtainable for another 30 days. 

Participating agreements normally contain three basic provisions: 

(1) An agreement on the part of the physician to accept the plan’s fee schedule 
as full payment for services rendered in behalf of subscribers and/or their family 
dependents whose annual income falls within certain fixed limits. These income 
ceilings, on which eligibility for service-type benefits are determined, vary from 
plan to plan according to the economic circumstances common to the area’ in 
question. At present, income ceilings range from a low of $2,500 per year of 
family income to a high of $6,000 per year. The trend during recent years has 
been toward an adjustment upward in such income ceilings, these adjustments 
being made in accordance with the economic facts of the day in which we are 
living. ; ‘ 
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(2) An agreement on the part of the physician to abide by the rules and regu- 
lations established by the plan in the administration of its certificate agreements 
with the subscribing public. 

(3) An agreement on the part of the physician to accept prorationed payments, 
if necessary, during any period of financial difficulty on the part of the plan, 
at the same time giving the subscriber patient full credit for the amounts listed 
in the plan’s fee schedule. This third basic provision is frequently incorporated 
in agreements between participating physicians and plans operating on an indem- 
nity basis as well as the service plans, thus providing a financial guaranty to the 
subscriber by guaranteeing the plan’s continued solvency. 

In the areas of the United States which are served by Blue Shield plans, 89 
percent of the doctors of medicine who are in private practice are participating 
by signed agreement in their own Blue Shield plans. 


How many people are enrolled in Blue Shicld plans? 


On September 30, 1953, there were a total of 27,337,904 persons enrolled in Blue 
Shield. The total for December 31, 1953, will not be known for another 30 days, 
but it is reliably estimated to be well over 28 million. 

A quick glance at the following figures is evidence of the rapid growth of Blue 
Shield since 1946: 


December 1946__- . 1,826,719 | December 1950 16, 629, 596 

December 1947__- . 6,791,175 | December 1951 21, 125, 812 

December 1948 8, 911, 225 24, 766, 173 

December 1949 12, 260, 045 * 28, 000, 000 
1 Estimated. 

What about the financial picture for Blue Shield? 


Although final figures are not yet available for December 31, 1953, the year’s 
total income for all Blue Shield plans is estimated to be in excess of $318 million. 
Of this amount approximately 82 percent was paid in subscriber benefits, with a 
little over 11 percent spent for operating expenses, and about 6% percent allo- 
cated to reserves. 

During the last 7 years the ratio of income paid out in benefits has slowly risen 
from about 77 percent to 82 percent, and, correspondingly, operating expenses 
have been reduced from better than 15 percent to the current low of 11.3 percent. 

This trend toward increased utilization may be expected to continue in the 
years ahead, in the same gradual rise as has been experienced over the last several 
years, especially with the advent of new forms of coverage for which subscription 
rates have not yet been established with the same degree of reliability as have 
been fixed for the more familiar types of benefits. It can be expected, likewise, 
that there will be still further reductions made in operating expense ratios. 


What is the typical coverage offered by a Blue Shield plan? 

It is difficult to pick the exact prototype for all Blue Shield plans in describing 
the benefits available to subscribers. 

Basic to all Blue Shield plans is coverage for surgical benefits during hospital 
confinement. There is a growing trend among plans toward extending surgical 
benefits for treatment when rendered outside of a hospital confinement, either in 
the hospital outpatient department or the physician’s office, especially for minor 
surgical conditions. One can say that the only limitation on surgical benefits 
that is universally applied is the limit on the fee or indemnity itself as paid for 
any particular surgical procedure, 

Sixty-seven of the seventy-seven plans are currently offering certificates which 
include medical care in the hospital, based on two methods of coverage. 

For plans offering medical care on a per illness basis, benefits range from 10 
days or visits per illness to 90 days or visits, with a median of 70 days or visits. 

Plans offering such inhospital medical care benefits on a per contract year basis 
range from 20 days or visits to 365 days or visits, with a median of 30 days or 
visits, 

In some plans the medical benefits are limited for underwriting purposes by 
the use of a deductible feature wherein the patient is liable for payment for the 
first 2 days or visits, perhaps as much as 3 or 4, such deductible days or visits. It 
is expected that in-hospital medical care benefits will be commonly offered in 
some manner by all plans in the very near future. 

A majority of the plans, nearly 60 of them, make some provision for anesthesia 
benefits, usually in connection with surgical or obstetrical cases in the hospital. 
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To a lesser degree, somewhat less than half of the plans provide for diagnostic 
and therapeutic X-ray benefits. 

And to a smaller degree, approximately one-fourth of the plans include 
pathology-examination benefits. 

In all of the latter instances, involving anesthesia, radiology, and pathology, 
benefits are provided by Blue Shield plans only when the services are rendered 
by a physician who is in private practice or who submits his own bills or service 
reports. Blue Shield plans make benefit payments only to a physician or, in some 
few instances, directly to the subscriber, but never to a hospital. Companion 
benefits for the services mentioned above, when rendered by an employee of the 
hospital or billed by the hospital, are usually considered in the sphere of Blue 
Cross benefits. 

In describing the benefits offered by a typical Blue Shield plan, one often has 
to know the companion benefits offered by a Blue Cross plan to get the full 
picture of benefits available to the public. 

In some few instances Blue Shield plans offer special benefits such as pay- 
ment for surgical assistant’s services, consultants, home and office calls by the 
physician, and special examinations. 

Rates charged for what might be termed typical Blue Shield coverage range 
from a low of $2 per month for the family to a high of $7.35 per month. The 
median rate charged is $2.80 per month. 


What recognition is being given by Blue Shield to the problem of catastrophic 
coverage, or coverage for chronic and long-term illnessf 


Nobody knows better than the average physician that some of the major costs 
confronting the public are encountered in cases of long illnesses of a chronic 
nature, or disabling or crippling ailments. 

It would be false to assume that Blue Shield, either on the part of its many 
executives or boards of directors, and with its medical sponsorship and direction, 
were unaware of the problem. 

Some efforts in that direction are beginning to emerge, and the generai pat- 
tern of Blue Shield benefits is being augmented to provide for benefits in an 
area which is of vital concern to this committee. 

Perhaps the best and simplest explanation for what may appear to be pro- 
crastination or delay on the part of Blue Shield in expanding its benefits lies 
in the fact that Blue Shield is very young and has been busily occupied in 
mastering the fundamentals of medical care prepayment. 

Enrollment had to be secured. Enrollment volume was needed to assure a 
strong financial position from which point added experimentation could take 
place. Enrollment volume was needed in order to gain adequate exposure of 
risk which could be statistically tabulated and studied before additional and 
unknown risks could be safely assumed. Enrollment volume was needed before 
efficient administrative procedures could be tested or perfected for the proper 
handling of larger social responsibilities. The baby had to be birthed before 
it could be trained to assume a man’s job. 

Mr. Chairman, your committee will be interested, I know, in addition to Dr. 
Hayden’s description of a recently initiated program of care for catastrophic 
conditions in Massachusetts, in knowing what some of the other Blue Shield 
plans are doing or contemplating. 

Ten Blue Shield plans have already made available a rider or endorsement 
to their basic certificates, in which benefits are provided for a specified list of 
chronic illnesses. Benefits are usually limited on a time and dollar basis, such 
as 2 years’ care or $5,000 worth of care, whichever is reached first. 

These endorsements to basic contracts are not uniform in nature, but follow 
a general pattern. Blue Shield in California was the pioneer in this form of 
extended coverage, having accumulated 3 years of experience to date. 

Typical of the conditions of illness thus covered are poliomyelitis, leukemia, 
spinal meningitis, encephalitis, cancer, diabetes, epilepsy, undulant fever, per- 
nicious anemia, and certain common contagious diseases. 

Rates charged for such endorsements range, according to the extent of cover- 
age. from a low of $0.25 per month for the family to $2.20 per month. 

In addition to those plans which have already moved into this new area of 
benefit coverage, there are at least 15 which have siniilar programs either 
in the discussion stage or about ready for public offering, 

As the history of Blue Shield will reveal, the pioneering spirit is still alive. 
I believe, personally, that Blue Shield is aware of the need and will make every 
legitimate effort to meet the problem squarely. 
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Problems such as concern this committee are not resolved in the twinkling 
of an eye. Much has to be learned, and much is being learned. But as respon- 
sible organizations, it is incumbent upon Blue Shield plans to remain solvent 
to meet their already established obligations to more than 28 million people. 

I have every confidence that the future will bring more protection to more 
people, and that Blue Shield will continue to be a leader in the effort to prove 
that free enterprise has within itself the genius to accomplish the desired 
results. 

The Cuarrman. Are there any questions? 

Mr. Dotutver. I am extremely interested in what you say, Mr. 
Smith, about the pro rata reduction of fees. Recently I was talking 
with a physician who is a member of the Blue Shield here in the Dis- 
trict of Columbia. He made a statement to me that during the second 
year of their operation they took 60 percent of contractual fees. 

[ am not sure which year it was. At any rate, at one time they were 
considerably financially embarrassed. 

Mr. Smirxn. About 1951, I think. 

Mr. Dotiiver. I do not know what year it was, but they took a 
severe reduction in their schedule of fees. As a result their plan is on 
a sound financial basis and they have accumulated a substantial 
reserve. 

Is that pattern true in many of the organizations associated with 
your association ¢ 

Mr. Smiru. Mr. Dolliver, I could not tell you the exact number of 
»lans that have resorted or have had to use this device. All of them 
calle not. 

Mr. Dortiver. Is it in the contracts of all of them? 

Mr. Smirn. They all have that provision in the contractual agree- 
ment that the doctors themselves voluntarily sign when they agree to 
participate as partic ipating physicians. My guess would be from my 
recollection that at least 15 or 20 of these plans have had to use that 
instrument or have had to fall back on it and they have actually pro- 
rated their doctors at one time or another. 

One of the prime examples in Blue Shield would be the Michigan 
Medical Service, which is one of the oldest Blue Shield plans, having 
been started in 1940 and having been started at a time when very little 
was known about this business, the subscriber certificates were written 
and issued with premium rates—if you permit us to use the term 

“premium rate,” we call them subscriber dues or subscriber rates— 
were pretty much picked out of the thin air and in their first 2 or 3 
years of business operation they took on General Motors, Ford, 
Chrysler, and some pretty large groups in Detroit to the point where 
they had nearly a half million lives exposed and suddenly woke up 
to find that that premium rate was not nearly sufficient to cover the 
risks written in their contracts. 

With the result that the Michigan Medical Service in the first 3 
years of operation ran very close to a million dollars in the red. 

The doctors took it at 50 cents on a dollar until this thing could be 
adjusted to pull this plan out of a deficit operation and into a balanced 
operation. 

Mr. Douutver. Of course, when that occurs the doctors take the 

rap, so to speak, and after the first accounting period is over, then they 
raise the rates. 
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Mr. Smrru. As soon as you find yourself in difficulty you know that 
the doctor is not going to continue indefinitely taking less than ade- 
quate compensation for service, you can’t expect him to do that. 

In signing the participating agreement with the plan the doctor 
does not agree to become an indefinite subsidizer of a defunct opera- 
tion. 

Mr. Dotitver. You are agreeing to what I say, they raise the rates? 

Mr. Smiru. That is right. As soon as you find yourself in that 
kind of difficulty you know one thing that has to be done is to adjust 
the contract and adjust the rates so the thing is balanced out. 

In the meantime the doctor has kept you in business by accepting a 
prorated payment for his services and laying no further claim on the 
corporation. That is the degree in which he expresses his belief in 
the objective which he, through this organization, is trying to ac 
complish. 

Mr. Dotuiver. I assume during the period of time that your or- 
ganization has been in existence since 1946, you have developed some 
experience and are able to rather stabilize these rates at the present 
time, have you not ¢ 

Mr. Smiru. That is right. The frequency with which this sort of 
situation might develop is much less now than it would have been 
10 years ago. 

As a matter of fact, I don’t know of but one plan right now that is 
prorating the doctor’s payments at all. That was through just a piece 
of carelessness and mismanagement. 

Mr. Doturver. You have said something here that some of the as- 
sociations are experimenting with the coverage of individuals on a 
more liberal basis, especially with respect to the elimination of cer- 
tain types of exclusions and the extension of benefits in the previously 
uncovered areas of medical and surgical care. I think you also said 
something here someplace about getting into the field of major med- 
ical illness. 

Mr. Srru. That is right. 

Mr. Doxiiver. Major medical need or catastrophic illness. 

Mr. Smirn. That is right. 

Mr. Dotutver. I wish you would develop and give us more ideas 
what has been done in this field. 

Mr. Smrru. Insofar as extension of benefit in what you might term 
the major medical expense field that you referred to last, you will re- 
member in February Dr. Hayden was here from Boston and made 
some mention of the fact that they were then studying and getting 
ready to offer to the public a rider, or an additional contract, 
that could be purchased in addition to their basic contracts which 
were already out which would provide considerable coverage for what 
they termed prolonged illness conditions. Dr. Hayden was here in 
Washington yesterday at another meeting and laid on the table the 
actual contract forms, the advertising and promotional literature and 
an article to be released in the local press up there in Massachusetts, 
describing as a fact now the thing which in February he reported to 
this committee was something then in contemplation and being pre- 
pared, 

This is to be a supplemental coverage made available over and above 
the basic coverage that is already being held by nearly 2 million peo- 
ple in Massachusetts, after a pretty scientifically correct examination 
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of the field of prolonged illness and the types of diagnostic conditions 
that generally require continuous care after leaving the hospital. 

They have in their contract a list of 18 or 20 diagnostic conditions 
which will now be covered by Blue Shield beyond the expiration of 
the basic contract benefits for a period I think of 2 years or up to 
$5,000 worth of services without any limitation as to type of service, 
whether it be nursing care, appliances, drugs, medication, physician’s 
service, or whatever, to permit the extension of benefits to people 
whose basic contract benefits have now expired, but who are still ill 
and are still in need of health services of one kind or another. 

There is still one additional type of coverage. Dr. Hayden has the 
belief that this business is evolving in stages that our Blue Shield 
business began by the development of contracts for the so-called acute 
illnesses of hospitalized nature, primarily of a surgical sort. 

Our second stage that our Blue Shield plans have gone through is 
the adding of nonsurgical or medical type services while hospitalized, 
the pneumonia cases, the diabetic, and so forth. 

The third stage is the one they are getting into in Massachusetts— 
about 10 plans have now gotten into it and 15 or 20 are apt to be 
involved before this year is up, and I think the rate of acceleration 
will be much greater now that a half dozen or 10 of them are in it. 
The others are going to pick up Massachusetts contracts, Massachusetts 
experience, and so forth and transfer it to West Virginia and Texas 
and begin offering it themselves. 

That is a fourth phase of medical care and Dr. Hayden has the 
belief when we finally emerge into this fourth field of coverage that 
we will have pretty well covered the medical needs of the average 
person. That would be the whole field of ambulatory diagnostic care. 

We have the belief that the ambulatory diagnostic type of service 
is not necessary uninsurable, 

The ambulatory is the one that is not hospitalized. He is not bed- 
ridden. He is up and walking around. He does have need of rather 
extensive and costly diagnostic services. 

Mr. Dottiver. Similar to a health examination ¢ 

Mr. Smrru. Not a routine health examination, but a person who 
has a symptom but it is a rather obscure symptom and it requires 
comadaeaaae expense in the way of laboratory examinations and X-ray 
examinations, electrocardiograms, basal metabolisms, and what not, 
in order to determine the treatment. 

Frequently this diagnostic service can run into considerable, par- 
ticularly if the nature of the ailment or the symptoms are rather 
obscure and hard to get at and take a longer period of time and 
examination and study to arrive at a point where diagnosis can be 
made and treatment prescribed. 

Dr. Hayden feels, and most of us feel, who are seriously concerned 
with the extension of Blue Shield into as total and as comprehensive 
type of coverage as insurably possible, that we are in about our third 
state of development now in the offering of these prolonged illness 
contracts. 

Beyond that point there is one more field to get into, the ambulatory 
diagnostic services which we think probably in the due course of events 
in the next 5 years we will get into. 


46789—54——26 
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Mr. Dottiver. One of the very deep impressions made on me, and 
I think the members of this committee, is the plan that has been 
developed by the Kaiser organization, the so-called Permanente pian 
whereby periodic health examinations are given to their members 
to forestall the development of more serious ailments. 

Now, is there anything of that nature along that line contemplated 
in the program of any of these plans that you represent ? 

Mr. Smrru. It has been talked about, Mr. Dolliver, but never very 
seriously considered. I think I would like to make two comments on 
that particular type of service. 

First of all, it is generally not a very expensive service. It is some- 
thing that can be be bought by the average person for anywhere from 
$10 to $25, depending on the extensiveness of the examination they 
would like to have, assuming they are well people, there is nothing 
wrong that requires any extra work. 

We feel that it is economically better for a person to pay for those 
services out of their own pocketbooks than for us to pay for them, be- 
‘ause we will have to add administrative cost on the cost of the exam- 
ination. 

We don’t see there is much point to be gained in a person paying 
$37.50 to us which we would have to add to our annual premium rate 
to get a $30 examination which they can buy for $30, buying it direct, 
if they are going to do it every year, routinely. 

It falls somewhat in the category of uninsurable risks for that 
reason. It is a regular occurring event. 

Secondly, we have been told by some of the same people who testified 
before you in describing health examinations being included in their 
services—you could make the services available, but that is no indica- 
tion that all of their members or all of their subscribers use the serv- 
ice—by, I think, Dr. Baehr and some others at HIP in New York, 
and we have heard statements on different occasions, that somewhere 
between 22 and 28 percent of the members of HIP take advantage of 
that health examination and actually have it done. It is available, 
but they do not use it. 

Mr. Doxtiver. Does not the medical profession recommend that as 
a routine procedure ? 

Mr. Smrru. For years. 

Mr. Dotitver. Whether he is well or ill. 

Mr. Smiru. That is right, just like a dentist urging people to come 
in and have a dental examination every year. 

Mr. Dotiiver. In your statement, Mr. Smith, you refer to the fact 
that each Blue Shield plan—it is on the first page of your statement— 
is operated in the public interest on a not-for-profit basis. You are 
not referring there to the fact that the doctor does not get profit out 
of i? You are referring to the fact that the plan itself is not for 
profit making ¢ 

Mr. Smiru. That is right. 

Mr. Dotuiver. It is merely a distribution apparatus to distribute 
the funds that have come to your hands to the doctors for services 
rendered ; is that correct ? 

Mr. Smrru. That is right. The doctors are paid a previously 
agreed-upon fee. There is an established schedule of fees to be paid 
for various surgical and medical procedures. If we should at the 
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end of a given year show a net earning, shall we say, or an excess 
of income over expense, the expense being the payment of all bills 
that have been incurred during that year, the administrative expense, 
salaries, light, heat, and all the rest, the third item that generally 
goes into our bookkeeping records is an amount that is set aside either 
by statutory requirement or just by precedence and good judgment 
for reserves. If those reserves, or- what might be termed “free sur- 
plus,” should ever become of sufficieut size as to be unreasonable, 
there is no way you can distribute that except either to lower the 
rates to the subscribing public and/or add to your benefits and grad- 
ually liquidate that sum of money that has been accumulated over 
the years. 

Mr. Dotxiver. It is good business to have reserves to take care of it. 

Mr. Suir. In this business you have to have reserves. Your in- 
surance commissioners, whose president you had on the witness stand 
for several hours here, have on many occasions examined this whole 
problem of reserves of nonprofit medical-care plans and developed 
a formula as guidance to us as to their judgment of the amount of 
money this type of operation should carry in contingency reserves. 

Mr. Dottiver. It so happens that in the State where I live every 
medical man in the State is a member of the Blue Shield, but suppose 
I lived in a community, where a subscriber to the Blue Shield, and 
the doctor I wanted to call was not a member of the Blue Shield 
organization. What then? 

Mr. Smirn. With a very, very few exceptions—I think not more 
than 2 or 3 that I can recall offhand—that nonparticipating physician 
that you might go to would still be permitted to file the same report 
and make the same claim against the plan. He would be paid the 
same amount that would have been paid to any other physician in 
State of Iowa, or Montana, or wherever it might be, the only dif- 
ference being that that doctor who is a nonparticipating physician 
has signed no agreement with the plan, those agreements carrying 
with them several additional safeguards and protection to the sub- 
scriber. For instance, in Iowa you have a somewhat limited, but 
you do have a service, benefit feature in those contracts for people 
who earn less than, I think, $3,000 or $3,500. 

Mr. Dotuiver. $3,000. 

Mr. Smirn. A nonparticipating physician has not agreed to accept 
lower fees as full payment for those in the lower income bracket, 
whereas your participating physician has, so by going to that doctor 
you would be liable for an additional charge from him and you have 
no recourse by virtue of the fact that he signed no agr eement, but 
he would be paid just as the man across the street who was a partici- 
pating doctor. 

Mr. Dotiiver. That is all, Mr. Chairman. 

The Cuamman. Are there any further questions ? 

Mr. Youncer. Just one. When Commissioner Murphy was talk- 
ing did he mention Blue Cross or Blue Shield when he was talking 
about the fact that in the State of South Carolina he thought they 
would have to raise their fee? 

Mr. Smirn. Blue Cross. He mentioned the fact that they had 
raised their rates about three times and now had an application in for 
an additional one. 
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Mr. Youncer. I did not remember which it was. That is all. 

Mr. Smirn. Do not get the impression that Blue Shield plans never 
increase their rates. They have, but not for the same economic rea- 
sons. Blue Shield plans avoid the problem of inflation as far as fixed 
costs of operating hospitals and institutions. We are dealing with 
professional fees rather than with operating costs of buildings and 
such features as equipment. 

There is one bit of testimony this morning, Mr. Chairman, that | 
would like to correct. It is rather unimportant, but just for the 
— Mr. Derounian made reference to some enrollment figures, 

2 million for Blue Cross and 29 million for Blue Shield, and he added 
‘fn together and made 71 million. They are all the same people. 
In other words, people who belong to Blue Shield also belong to Blue 
Cross. You cannot take the 42 million and 29 million and add them 
together and get 71 million. The 29 million is a part of the 42 million. 

I think probably I would like to make one sdiditional comment, if 
I may, Mr. Chairman, in addition to this prepared testimony. We 
tried very hard, and when I say we I am speaking of the several 
hundred people who participated in this conference in New York a 
month ago, to take a position with reference to this bill, H. R. 8356, 
of a nonpolitical nature, if that is possible. They did not want to 
be in the position of either endorsing the bill as such, even though they 
were entirely sympathetic and appreciative of the President’s good 
intentions and his desire to stimulate the expansion and development 
of prepaid care, nor did they want to be put into the position of op- 
posing this bill as such. T hey rather tried to place themselves in the 
position of the potential customer. 

We merely say that as far as we are concerned we do not think we 
would ever use the facilities that might be created by the bill, or if 
you use the colloquialism, they did not care particularly whether the 
bill were enacted into law or not. They never thought they would 
become a customer, so that they wished to speak only for themselves in 
terms of whether or not they thought there would be any advantage to 
themselves in the enactment of the bill into law. 

It is somewhat like if you came to me as a manufacturer of a break- 
fast cereal, shall we say, or doing a market survey to determine whether 
or not there would be any demand for this new form of breakfast 
food, and asked me to try it and when I got through I said I did not 
like it. I said: “You can go ahead and make it if you want to, but 
I do not think I would ever buy it. I have no objection to my neigh- 
bor eating it if he wants to eat it.” 

The CHarrman. You realize, of course, this is a voluntary plan. 

Mr. Smirn. That is right. We feel inasmuch as we were going to 

» asked to testify before : your committee and also the Senate subeom- 
nical that we preferred to remain in the position of giving our point 
of view as a potential user of the service rather than try to take a 
political position in endorsing a piece of legislation, if that is per- 
missible. 

The Cuarrman. We thank you, Mr. Smith, for your statement. We 
are sorry to have kept you to this late hour. 

Mr. Sarrn. I have gotten accustomed to it, so when I come to Wash- 
ington I plan to stay the whole day. Thank you very much. 





HEALTH REINSURANCE LEGISLATION 401 


The CHarrman. We certainly appreciate your coming. We will 
next hear from Mr. Alfred J. Bohlinger, superintendent of insurance 
of the State of New York. 


STATEMENT OF ALFRED J. BOHLINGER, SUPERINTENDENT OF 
INSURANCE OF THE STATE OF NEW YORK 


Mr. Boutrncer. My name is Alfred J. Bohlinger. I am superin- 
tendent of insurance of the State of New York. I appear here today 
at the invitation of your committee in connection with S. 3114. 

The primary object of this bill, as set forth in the first section there- 
of, is to encourage and stimulate private initiative in making good 
and comprehensive health service prepayment plans generally ac- 
cessible on reasonable terms to the maximum number of people. 

[ believe the objectives of this bill are desirable. The implementa- 
tion thereof raises questions in my mind as to the effectiveness of the 
legislation in attaining its professed goal. 

The bill represents a new approach by the Federal Government in 
the health insurance field. This of itself is noteworthy. The bill 
attempts to solve the problem by voluntary action, utilizing the facili- 
ties of private insurance companies as well as non-profit health insur- 
ance plans. ‘These carriers have in thé past developed many new 
coverages and have endeavored to the best of their ability to serve the 
public. It would be regrettable if a Government system of health 
insurance were to disregard this good work and attempt to set up a 
competing system. The bill does not take the approach of competing 
with private enterprise but instead attempts, through reinsurance, to 
stimulate the activities of private iasurers. 

It should be remembered, however, that reinsurance can never be 
a panecea for the country’s health insurance needs. Reinsurance 
cannot make uninsurable risks insurable nor can it provide the funds 
to purchase health insurance for persons who otherwise cannot af- 
ford to do so. Reinsurance cannot reduce the losses sustained by in- 
surance companies as a whole any more than insurance can reduce the 
overall costs of medical care. All insurance can do is to spread these 
costs over the entire insured population. Similarly, reinsurance 
can spread the losses of participating carriers over the whole of the 
business, thus lessening the impact upon any one company. It is im- 
portant that we do not put too much stress on the magic of the word 
reinsurance and that we'do not expect more of it than it can give. 

One feature of the bill is that the fund it sets up is designed to be 
self-supporting. If this can be accomplished, subsidization by the 
Government will be avoided. However, to the extent that the plan 
is self-supporting it will probably be ineffective for the reason that 
insurance carriers are not likely to be disposed to enter the program. 
They are not likely to participate unless they can see some advantage 
aceruing to their operations as a result of their participation. It is 
also unlikely that the Government can perform the reinsurance func- 
tion more effectively than a private reinsurance company. 

Operation of the program on a self-supporting basis, when coupled 
with the provision in the bill that the Government may provide the 
reinsurance facilities only where they are not available from private 
sources, makes it doubtful that the plan-will be utilized. 
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The purpose of the program is to extend coverage to groups not now 
adequately insured. I understand these would include persons over 
65, low-income groups, the farm population, those with preexisting 
disabilities, and those in geographical areas not adequately served by 

rivate carriers. If these groups could be covered on a self-supporting 

sis, it is probable that private carriers would already have sought out 
these alas The fact that they have not done so indicates that 
they have some doubts as to the feasibility of these coverages. If 
the Government program is successful in encouraging carriers to 
experiment in new and untried fields, especially in those where there 
may be some question in the minds of underwriters as to the wisdom of 
doing so, it is probable that certain companies will experiment un- 
wisely and incur losses which the Government will be asked to share. 
On the other hand, the companies that are more fortunate or wiser in 
their underwriting and do not sustain losses will soon discover that 
they can get along without Government assistance. Thus, the Gov- 
ernment program will find itself only reinsuring plans which develop 
adverse loss ratios, thereby destroying the aim of a self-supporting 
program. 

In addition to the danger of inviting a Government subsidy as a 
result of reinsuring plans which produce adverse loss ratios, there is 
the further fact that the Secretary of Health, Education, and Welfare 
is given wide discretion in fixing reinsurance rates. While the bill 

rovides (sec. 306) that actuarial principles are to be employed, there 
is the further provision that due regard shall be had to the objective 
of stimulating and encouraging plans to provide coverage. The latter 
requirement could well lead to the establishment of inadequate rein- 
surance rates. Therefore, as the bill is drawn, we may have the para- 
dox that to the extent the program is self-supporting it will not be 
utilized and to the extent that it is effective it may require a subsidy. 

The bill attempts to retain undisturbed the present pattern of Sate 
regulation of insurance. It provides that, to the extent possible, the 
Government sliall utilize the services of State insurance departments 
in supervising participating carriers and in or compliance 
with the requirements of the reinsurance program. is provision is 
apparently intended to carry out the philosophy of United States Pub- 
lic Law 15 wherein the Congress declared that. continued State regu- 
lation of the insurance business is in the public interest. 

However, the discretion left to the Secretary of Health, Education, 
and Welfare in deciding to what extent State insurance departments 
shall be utilized is rather broad. The bill provides that the determina- 
tion of State agencies on certain matters may be penetes by the Secre- 
ry as conclusive. It appears to me, however, that the Secretary may, 
if he wishes, refuse to accept such determination and depend instead 


upon independent findings made by a staff of Federal insurance exam- 
iners. If this should occur, it might lead to Federal supervision and 
regulation of the a. carriers and the destruction of the 


professed aim of United States Public Law 15 to which I have alluded. 

Under the bill the Secretary would prescribe by regulation the var- 
ious standards which participating carriers would be expected to meet. 
Although section 303 specifies certain general matters in regard to 
which the Secretary would be expected to issue regulations, the discre- 
tion vested in the Secretary is very broad. Whether or not this discre- 
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tion is exercised wisely would to a large extent determine whether or 
not the program would succeed. 

It is desirable that companies be encouraged to experiment in new 
areas. It is also desirable that in the course of such experimentation, 
policies meet certain standards. Any standards promulgated by the 
Secretary would not, of course, be applicable to companies not partici- 
pating in the program, nor would they be imposed as to coverages not 
included in the program. However, the mere existence of standards 
could be a constructive force in the public interest. It should be 
noted, however, that the promulgation of standards in itself consti- 
tutes regulation and should be approached with caution. 

The bill embodies the principle of coinsurance in determining the 
yroportion of the losses of any plan which the Government fund will 
beak, This is desirable since it will act as a deterrent to rash experi- 
mentation. The proposal that the fund reinsure 75 percent of the 
carriers’ excess losses should impel them to be cautious in their under- 
writing and at the same time encourage them to experiment. 

Although the bill provides that the Secretary shall not exercise any 
control over a carrier’s premium charges, there is also a provision 
that rates may not be arbitrary or unreasonable or such as to cause 
the plan to be financially unsound (section 303-b). This provision is 
similar to the provision contained in the laws of a number of States, 
including New York, that accident and health insurance rates shall 
be reasonable in relation to the benefits contained in a policy. Under 
this standard, the New York Insurance Department makes appropri- 
ate analyses of rates filed with policy forms submitted for approval. 


Inquiry is made as to the composition of the rate; the way it was 
arrived at, and the relation of the rate to the policy benefits in order 
to determine whether or not the broad statutory tests are met. While 
the authority granted under State laws is necessary for proper State 
supervision of insurance, there is a question as to whether the Federal 
Government should be granted such supervisory power. The granting 
thereof points up the problem of superimposing Federal regulation 


upon State regulation. While it is true that the lack of some super- 
visory authority in connection with rates might put the reinsurance 
fund in danger of paying out money on plans issued at inadequate 
rates, the cure may be worse than the disease. 

The provision of the bill which enables studies to be conducted and 
information collected concerning the organizational, actuarial, opera- 
tional, and other problems of prepayment plans is a good one. There 
are many aspects of health insurance where complete data are not 
available. The type of research which could be started under the 
bill (section 201) could provide invaluable information required in 
solving the basic problems in this rather complex business. 

However, the provision that organizational and other technical ad- 
vice and information be provided to carriers and sponsors of health 
service prepayment plans may be a dangerous one. While certain 
of these services may be invaluable in enabling a plan to get started, 
care should be taken not to provide information that could be obtained 
from a private organization. In addition to being unfair competition 
by the Government, the providing of services such as aid in ratemak- 
ing and the like would be a subsidy to the plan receiving such assist- 
ance as contrasted with one which hires its own staff of experts or 
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depends upon paid consultants for these services. I think it would be 
advisable that the Government provide only such services as are not 
otherwise available. 

I conclude with the thought that while the bill establishes a novel 
precedent and while its objectives are laudable, there is a question 
as to whether the proposal, in its present form, will accomplish its 
aims. I have outlined to you some of the questions which have oc 
curred to me in studying the bill and some of the problems whic h 
remain to be solved. Many of these problems are difficult and def) 
easy solution. I, therefore, suggest that further thought and study 
should be given to the whole subject. 

The Cuarman. Thank you very much for your statement, M: 
Bohlinger. If there are no questions, the committee adjourns until 
10 o'clock tomorrow mor ning. 

(Thereupon, at 4:25 p. m., Wednesday, May 5, 1954, the commit- 
tee recessed, to reconvene Thursday, May 6, 1954, - 10 a, m.) 
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THURSDAY, MAY 6, 1954 


House or RepresEN'TATIVES, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 

The Cuarman. The committee will please come to order. 

This is a continuation of the hearing on H. R. 8356, the reinsurance 
bill. 

We shall hear Mr. Hipple, this morning, as the first witness and pro- 
ceed as expeditiously as possible, in view of the early convening of the 
House. 


STATEMENT OF W. H. J. HIPPLE 3D, ATLANTIC CITY, N. J. 


The Cuatrman. Mr. Hipple. 

Mr. Hreete. Would approximately 5 minutes be in order, Mr. Chair- 
man ¢ 

The Cuamman, I beg your pardon. 

Mr. Hreete. Would approximately 5 minutes be in order? 

The Cuarrman. Yes; you may have more than that. Just go right 
ahead. Give us what you have in mind. 

Mr. ae My name is William Hipple. I am from Atlantic 
City, N. I am occupied there as an estate analyst and in that 
capacity r ‘represent several life-insurance companies and a number 
of health and accident organizations. The ensuing statements do not 

varry the imprimatur of any organized authority. They are derived 
from experience and examination. 

The mass of testimony in reference to reinsurance is impressive 
in its acclaim of the progress made in the health-insurance field. The 
testimony would seem to characterize this progress as a general in- 
crease of persons covered in conformance with the needs and purposes 
of the insured, and the promise for even greater strides with the 
advent of “major medical insurance.” The accompanying statistics 
would appear to support this contention. 

Should we accept the foregoing graphic representations of the nu- 
merous authorities that have appeared here, and fail to classify them, 
our fears for the inadequacies of the health-insurance industry would 
be unnecessary. We are obliged, however, to recognize to what extent 
this progress is quantitative rather than qualitative in nature. 

Mr. Hesevton. May I interrupt you, Mr. Hipple? 

Mr. Hrepte. Yes, sir. 
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be unnecessary. We are obliged, however, to recognize to what extent 
this progress is quantitative rather than qualitative in nature. 

Mr. Hesevron. May I interrupt you, Mr. Hipple? 

Mr. Hrerte. Yes, sir. 
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Mr. Hesrevvon. Have you stated whom you represent? 

Mr. Hirrwe. I represent nobody, sir. 

Mr. Hesevron. ion appearing individually ? 

Mr. Herre. That is right; as an individual. 

Health-insurance plans fall into two general groups. The plans 
which are subject to cancellation or renewed at the option of the 
company, and the noncancelable plans guaranteed to renew for a 
specified duration of time up to age 65. There are policy differ- 
ences within the group, and company policy varies with respect to 
performance in their use of restrictive provisions. 

Since the policyholder has recourse only to policy guaranties 
and their interpretation by the courts—company practice remains 
an important but an unpredictable factor. The prospective risk 
has two willing sources of information on this point: the <n not 
always motivated by a sense of responsibility to the prospect, or 
the latest most bizarre advertisement to which he has been exposed. 
I hestitate to comment on either for fear of seeming to present 
untoward bias. 

The term “actuarial principles” has been referred to in the course 
of testimony, ostensibly, as a pragmatic basis for computing mor- 
bidity. It has become natural to identify this expression with the 
experience principle subscribed to by the life-insurance industry, 
and attempt to resolve the problems of the health-insurance industry 
with that reference in mind. 

Unfortunately no such ultimate has been established in the under- 
writing of health-insurance risks, nor is it likely that a valid ex- 
perience table will be obtained if current practices of some of the 
larger commercial carriers are perpetuated. 

The statement of the National Association of Insurance Commis- 
sioners adopts the term “actuarial science.” It is my feeling after 
reading their resolution that they have been entirely sincere in allocat- 
ing the term to this subject of health insurance. 

Tf it is a science there must be variable laws at work, if there 
are laws at work it should be possible to derive a uniform experience 
table. Unfortunately no such formula is in evidence. 

What actuarial principle can be deduced from a policy issued to 
a standard risk and later canceled or amended to exclude a disease 
or class of related diseases. They are not referring to a principle 
or an actuarial science. This practice begets an artifact constructed 
from indefinite and patchwork precedent. 

The enlightened advancement of the underwriting process in the 
life-insurance industry has not been imitated by the health-insurance 
companies because the acceptance of restrictive provisions has nullified 
the incentive to broaden and extend underwriting procedures. To 
increase premium income many life-insurance companies have ex- 
posed their experience to new and untried areas. The leaders in this 
experiment have bee stock, and combination stock and participating 
companies. It is the incentive for profit motive which encourages 
this. 

It is my impression that the results have been gratifying to the 
company and the policyholder. To come up to date with this subject, 
just before I left my office I received a memorandum from one o the 
leading life companies offering insurance to selected risks with a 
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history ef coronary thrombosis or angina pectoris as recently as a 
year ago at substandard rates, of course. This is not philanthropic 
research ; it is a sound and enterprising decision to accumulate experi- 
ence in an untested group. 

What purpose can this reflection on an allied industry serve? It 
should provide us with evidence that a responsible industry with 
substantially similar benefits, if it hopes to expand will select unde- 
termined and neglected regions to develop, and that the many will 
follow the few in their profitable adventure. 

It is important to understand a business that has produced one of 
man’s most valuable documents, and I think it is possible to employ 
many of its principles in the health insurance field. 

The companies issuing noncinceleble, guaraiiteed renewable poli- 
cies and aheiers prepayment plans such as Blue Cross are distin- 
guished by the reliable manner they have promoted the growth of 
the health-insurance industry. Their contribution to the advance- 
ment of private enterprise is significant. 

Emphatic attention should be accorded the cancelable or “the not 
guaranteed renewable” policy, not only to the provisions of the con- 
tract but to their interpretation and enforcement. It should be within 
the province of section 201 of H. R. 8356 to determine the number of 
claims currently under dispute, the incidence of lapse, and the number 
of policies amended or canceled by the applying company. This 
suggestion could conceivably evoke some spirited opposition, but it 
is necessary, if the reinsurance program as to be more than an extem- 
poraneous organization. 


I am disturbed by the apparent evasion of issues in the resolution 
of the insurance commissioners. It could be inferred from their docu- 
ment that they recognize no great disparity of underwriting in the 
health and accident field or if they do that it is not <ermane to the 
subject of these hearings. 

On page 1 of their testimony they state— 


the bill contains provisions which involve subsidization and tend toward the 
complete socialization of health services. 

No special clairvoyance is required to see that the threat comes not 
from this bill, but from the inadequacies that produced it. 

Some of the testimony would criticize the reinsurance process out- 
lined in H. R. 8356 as uncharacteristic; that it would simply be a 
needless addition to the existing available reinsurance sources. I am 
hopeful its peculiar nature will be effective in creating a higher level 
of underwriting and subsequently this proposed reinsurance program 
will be unnecessary. 

We might properly refer to the bill as an act of initiative and 
momentum. Beyond that description I feel it has no proper place 
in our private enterprise system. 

One additional matter I have been reluctant to mention, but it is 
rightfully a subject for the purview of the various State commis- 
sioners : it is the agent’s part in the sales process of health insurance. 

Only the most energetic restraint deters me from expanding this 
issue. The agent is an enigma—to the company, to the prospect, and 
to the statistics. He verbally defines policy provisions with impunity, 
and who is to measure the mischief he does to the unsuspecting pros- 
pect? It would seem wise to include the agent’s statements in the 
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policy as an appendage to and part of the policy contract. «Such an 
arrangement would preclude many of the Gapeles arising from mis- 
leading sales talks. 

The material I have presented to this committee must necessarily be 
limited in range. The complexities of actuarial science are simply 
not within my frame of reference. I wish to be regarded only as an 
interested observer and offer these statements as worthwhile only 
insofar as they derive merit from logic. 

Finally, I should like to add that we should militantly oppose the 
transgression of our historical ideals. I am opposed to socialized 
medicine in all its forms and any legislation that would promote or 
induce it. 

My livelihood is provided for by insurance premiums and I am 
determined that this satisfactory arrangement will continue unham- 
pered by regulation of the Federal Government. I see in this pro- 
posal no desire to test the durability of the medical profession or the 
insurance industry, but rather an instrument to avoid future en- 
croachment by less prudent authority. 

I look forward to this committee’s favorable report on Mr. Wolver- 
ton’s bill, H. R. 8356. 

The Cuarman. Are there any questions, gentlemen ? 

Mr. Hipple, I observe from your statement that you are an estate 
analyst val in that work you have been brought into contact with this 


subject in a way that it gives you sufficient experience to create an 
interest upon your part and bring you to Washington to give us the 
benefit of your testimony. We certainly are very appreciative that 


you have had this interest and that you have been willing, at personal 
inconvenience and expense, to come to the city of Washington to ap- 
year before this committee and give us the benefit of your thoughts. 
j want you to know that we greatly appreciate the interest you have 
displayed in this matter. 

Mr. Hiepte. Thank you, sir. 

The Cuarrman. Are there any questions? 

Mr. Hesevron. Mr. Chairman. 

The Cuamman. Mr. Heselton. 

Mr. Hesevron. Mr. Hipple, I recognize your modesty in identify- 
ing yourself, but I think perhaps a little more information might be 
useful for the record, in view of your strong endorsement of this 
particular legislation. 

You say you are an estate analyst? 

Mr. Hierte. That is right. 

Mr. Hesevron. Will you describe for the record briefly what type 
of work you have to do in connection with health and accident insur- 
ance ¢ 

Mr. Hierte. Well, of course, my work is involved in reviewing an 
estate with emphasis on the life-insurance distribution and certain 
security measures in that estate. Naturally health and accident poli- 
cies would come under my purview in that way and from what I 
have seen and observed, and deduced, from some of these policies and 
plans, I have made this report. It is a disturbing area of insurance. 

I think the difficulty is actually, this bill would not be needed, if 
there was a uniformity in the health-insurance industry, and I see, for 
example, in one man’s affairs, or estate, one type of policy and another 
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man who needs the same coverage has a policy with a great many 
simmicks and certain restrictive provisions, that actually make the 
policy worthless to him. 

It is in that way that I have become interested in this subject. 

Mr. Hesevron. How long have you been engaged in this work ¢ 

Mr. Hirrte. Five years. During the term I was in college I was 
engaged in this work in the summertime, but 5 years since then. 

Mr. Hesevron. Your home is in Atlantic City ¢ 

Mr. Hirerie. My home is in Atlantic City. 

Mr. Hesevron. I take it that your work covers an area considerably 
larger than just Atlantic City. 

Mr. Hirrie. Atlantic City, Philadelphia, and north Jersey. I have 

in office in P hiladelphia also. 

Mr. Hesevron. Thank you very much. 

The Cuarrman. Are there any further questions? 

We thank you very much, Mr. Hipple, for your attendance today. 

Mr. Hertz. Thank you. 


STATEMENT OF JAMES E. STUART, EXECUTIVE DIRECTOR, CINCIN- 
NATI BLUE CROSS PLAN, CINCINNATI, OHIO 


The Cuarrman. We will hear Mr. Stuart. Mr. Stuart is the execu- 
tive director of the Cincinnati Blue Cross plan. 

I also might mention the fact that Mr. Stuart appeared before this 
aaa at an earlier date in connection with this legislation when 
he accompanied Secretary Hobby as one of her advisers and consult- 
ants. He consulted with the Department in the drafting of H. R. 
8356, 

We certainly appreciate the appearance of Mr. Stuart this morn- 
ing, and I regret exceedingly that the circumstances are such as they 
are with reference to the early meeting of the House. However, the 
statement that Mr. Stuart makes will be a part of the record and recog- 
nizing his importance in this field of activity it will receive the 
attention of the members of the committee even though all are not 
present at the present. 

Mr. Stuart, you may proceed. 

Mr. Sruarr. Mr. Chairman, I want to give four examples in which 
[ think this reinsurance proposal could be used by the nonprofit plans. 

H. R. 8356, providing reinsurance for voluntary prepayment plans 
if enacted into law should, and I believe, will go far toward elimi- 
nating existing gaps in coverage for hospital and medical care. 

It should be particularly helpful to those plans that provide service 
benefits instead of cash indemnities toward the cost of personal health 
services rendered. 

To cover the larger employed groups has not been difficult for either 
the nonprofit service plans or the commercial insurance companies. 
The cost. of acquisition has been small and the level of services pro- 
vided or benefits paid has been relatively high. 

For such groups the problem of personal health care during the 
period of employment is being solved through the voluntary prepay- 
ment method in an increasingly satisfactory manner, and fully ade- 
quate coverage may be re alized without aid of Federal assistance in 
this area. 
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The real problem is and will continue to be the development of a 
satisfactory method of reaching the individuals who are not asso- 
ciated with others through employment in a group of sufficient size to 
be readily reached by voluntary prepayment. Here voluntary pre- 
payment fails simply because of the cost of acquisition, and the fear 
of bad financial experience because of the degree of selection against 
the carrier. 

In my opinion, the nonprofit Blue Cross a can use the proposed 
reinsurance program effectively to reach such unassociated individuals 
and the very small employed groups by creating a special grouping 
of all unenrolled persons living within a city, a county, village or 
township. 

Through periodic, intensive enrollment campaigns in which the 
press, radio, and television as well as civic associations, luncheon 
clubs and community organizations will be utilized to let everyone 
know of the opportunity to join during a limited period of time. 

This communitywide type of enrollment already tested in many 
areas on a somewhat limited basis, would be a Tasiee) len or program 
for reinsurance and would go far toward fulfilling the purposes of the 
act. 

In most areas, such unassociated individuals are now reached only 
through individual underwriting in which the expense factor is far 
too great, the benefits far too limited and continuation of protection 
at the carrier’s option. Communitywide enrollment offered for a 
limited time each year provides an opportunity for such persons to 
join at little expense to themselves or the carrier and solves a real 
problem in providing adequate voluntary prepayment to all the people 
who want it. 

Diseases now generally excluded in contracts individually under- 
written can be covered, and protection without age limits and with 
waiver of preexisting conditions can be offered. Waiting periods can 
be eliminated, except for the usual 9 months for maternity benefits. 

Most of the experimentation that has been done in this area of com 
munity enrollment has been done by Blue Cross. The plan which I 
represent has done considerable pioneer work and has proved con- 
clusively, so far as we are concerned, that it is actuarially possible to 
provide adequate protection at reasonable rates to people who enroll 
through the community group method. 

In 1942 we started enrolling towns and villages as community 
groups with the local bank or building and loan association accepting 

»ayment of subscription fees. Regular group benefits were provided. 
3y 1949, we had in our own area 61 v illages, towns and cities enrolled 
on this basis, the largest being the city of Middletown with a popula- 
tion of some 33,000 persons. Today, 82 communities are so enrolled. 

In 1949, we decided to have an annual, areawide open enrollment 
period in the 15 counties in which this Blue Cross plan operates. Dur- 
ing a designated 2-week period, which was widely publicized with 
considerable free time and space given by the press, radio, and tele- 
vision in addition to paid advertising; and with maximum support 
from community leaders, including the mayors of cities and towns, 
representatives of the various religious faiths and heads of community 
organizations, membership was offered to all the unenrolled people in 
our area regardless of place of employment, regardless of age, or 
any other condition. 
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In each of the following years we have conducted such an areaw:de 
open membership campaign, usually during the first 2 weeks of Sep- 
tember. Each year, the number of members enrolled as a direct re- 
sult of this campaign has increased, beginning with some 25,000 in 1949 
to more than 70,000 in 1953. 

During the past 2 years when more than half of the total population 
of the area was already Blue Cross members, as much as 10 percent 
of the unenrolled population made application for membership, at 
« total acquisition cost of little more than $1 per contract or about 40 
cents per member enrolled. This cost is almost insignificant when 
compared with the usual cost of enrolling individuals without group 
affiliation. 

We have found such unlimited areawide enrollment programs to 
be practical actuarially as well as promotionally. The actuarial key 
to such enrollment is that a new group of members must be added each 
year to prevent the deterioration of risk that takes place in any static 
croup. For example, in 1952, hospital bills of all members who en- 
rolled during all 4 previous open membership periods amounted to 79.1 
percent of subscription fee income. 

However, with those who enrolled during the September 1952 cam- 
paign excluded, the hospital utilization which the other 3 areas would 
have amounted to 99.44 percent of income. 

Perhaps surprisingly for some is the age distribution of members 
enrolling during our areawide = membership periods. The follow- 
ing is an analysis of such subscribers by age for the last three 
campaigns : 


Age distribution of applicant or contract holder 


1951 1952 1953 
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Few plans have put on such campaigns and only one, so far as I 
know, has opened up membership to all people in the community 
regardless of age or place of employment. 

Legislation such as H. R. 8356 would encourage many Blue Cross 
plans, and possibly all, to make such communitywide enrollment avail- 
able with regular benefits at reasonable rates. From the viewpoint of 
the Blue Cross plan which I represent, reinsurance might well be used 
for even further extension of the community enrollment idea. 

For example, the preexisting condition clause now used only in the 
areawide open enrollment campaign, and waived after 1 year of 
membership, might be eliminated altogether. The number of days of 
coverage might be extended from the present 70 per year provided in 
this contract, and Blue Shield surgical and medical protection might 
be offered at the same time. 

In addition to community enrollment of cities, villages, townships, 
and the areawide enrollment described above, if the proposed lediale 
tion is enacted some Blue Cross plans will present for reinsurance a 
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program of major medical expense to provide coverage in catastrophic 
types of illness requiring long-term care. 

Such major medical expense coverage is now being offered to some 
extent by the insurance industry but so far as I know, the reinsurance 
of such a program, which might be offered by the nonprofit plans, 
is not now available. 

In order for Blue Cross and Blue Shield to protect and maintain 
their present basic coverage on a service basis, it will probably be 
necessary for these plans to offer coverage for extended illness. The 
msurance company which offers the major medical expense coverage 
may well demand and secure the basic coverage also. 

It is also possible that all Blue Cross plans acting through the Blue 
Cross Association, Inc., a nonprofit organization incorporated under 
the laws of Llinois, will present a plan of loss ratio reinsurance for the 
total Blue Cross movement in the United States and thus through 
reinsurance provide a guaranty fund to protect the solvency of any 
Blue Cross plan providing service benefits to its members. 

The adaptability of the provisions of H. R. 8356 to provide assist- 
ance in the aforementioned areas as well as in other situations makes 
it a major step in the direction of eliminating existing gaps in per- 
sonal health protection through the voluntary prepayment plans. 

The Cuarrman. Are there any questions, gentlemen ? 

Mr. Hesevton. Mr. Chairman. 

The Cuarmman. Mr. Heselton. 

Mr. Hesevron. First I would like to compliment you, Mr. Stuart, 
for the complete, concise statement with reference to this bill. I 
share your optimism that if it is enacted it will afford real encourage- 
ment not only to the Blue Cross, but to other groups engaged in 
insurance in attacking this very important problem of national 
health. 

I would like to ask you some questions by way of clarification. 

You said: 

It is also possible that all Blue Cross plans acting through the Blue Cross 
Association, Inc., will present a plan of loss ratio reinsurance for the total 
Blue Cross movement in the United States. 

Will you explain what “loss ratio reinsurance” is? 

Mr. Srvarr. I think that possibly has not been very largely ex- 
plored, Mr. Heselton, but all of the Blue Cross plans set up the Blue 
Cross Association, Inc., under the laws of the State of Illinois, a 
nonprofit organization, are nonprofit corporations, through which we 
act in some areas nationally and we have been trying for about 6 or 
7 years to set up what we have called a guaranty fund, national 
guaranty fund, for Blue Cross plans. We have had some instances 
where Blue Cross ran into some difficulties and other plans had to 
come in and help out, and we thought it might be well for all plans 
to shore such a guaranty, all that might be able and willing at the 
moment to do so, and it occurred to some of us that this reinsurance 
program might be used as such a guaranty fund for the plans in it 
and also for the Blue Shield plans if they wanted to reinsurance their 
program, to protect the solvency of the individual plan, its move- 
ment, and all plans, and by the pernent of a small reinsurance prem- 
ium any plan might be protected that got into trouble from the stand- 


point of unfavorable circumstances in any 1 year. 
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Such major medical expense coverage is now being offered to some extent 
by the insurance industry but so far as I know, the reinsurance of a pro- 
gram, Which might be offered by the nonprofit plans, is not now available. 

I think that is extremely important. For the record, I would like, 
by means of either comments or questions, to emphasize it, because we 
have testimony—and I think as recently as yesterday—which would 
leave the impression that there is now available to all people engaged 
in this particular type of insurance, an adequate reinsurance pro- 
gram, and as I understand it that does not extend to the nonprofit 
organization programs, 

Mr. Srvarr. I would not know where to go to get a nonprofit service 
program such as my Blue Cross plan reinsured, because we write a 
contract that is open. It is open-ended entirely. It is on a service 
basis and our experience from year to year may vary quite widely 
and if we did get such reinsurance at the moment, I think it would 
be fairly expensive for our type of plan. 

Mr. Hesevton. You have actually, at least to some extent, looked 
into the possibility of obtaining it? 

Mr. Srvuarr. I have not asked to have any program such as ours 
reinsured. It has never been available but once, so far as I know, 
and that was for a limited time for one Blue Cross plan. 

Mr. Hesevron. I see. Now you further referred to coverage against 
catastrophic type of illnesses. You said: 

Mr. Heseiron. In your capacity, undoubtedly if such insurance 
were available, it would have been brought to your attention at some 
time or in some fashion ? 

Mr. Sruarr. Well, I have heard the statement made by my friends 
in the industry such as the statement that you say that you have 
heard made, that reinsurance is available for almost any type of 
program, but I think for a service plan such as the Blue Cross, 
which agrees in its contracts to pay the bill, regardless of the amount 
or length of stay, or the amount of service that is rendered, without 
“any control, money controls, limits, as to what that amount would be, 
I think our rates if offered by the private insurance carriers would 
be quite high and T am not at all sure where I would go, I would 
not know where I would go to get it. 

Mr. Heseiron. Your statement with reference to your experience 
through the communities is certainly a very encouraging one. 

I notice that the largest group apparently in all 3 years to take 
advantage of it were under 30, Is it your experience that younger 
people are becoming more conscious of the value of this type of 
insurance ¢ 

Mr. Srvuarr. I think that is quite true. I think particularly the 
young married couple who feel a great need for having this type of 
insurance protection against this type of illness are. 

I would like to say ‘also we went into this in 1949, in this areawide 
operation without age limit with a great deal of fear and trembling, 
because it is understandable that the principles were new. but we 
would try it for 1 vear. Each year since then we have put another 
campaign, and each year we have enrolled an increasing number of 
people. So now, we continue enrolling in each one of these cam- 
paigns from 10 to 12 percent of the enrolled population of the area. 
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I do not know how long it will go on. Each year we think it can 
never happen again like this. 

Mr. Hesrevron. I am not too familiar with the municipal setup 
in Ohio, but I take it that the reference to the villages, towns, and 
communities covers the whole geographical area of the portion of 
Ohio that you represent ¢ 

Mr. Srvarr. Not quite. In 1943 we started with a single com- 
munity enrollment with the individual town of Versailles, up im Darke 
County, a very small town, to gain experience, giving them regular 
group benefits at regular group rates, and we were so successful in 
that we moved on, but we were staying in the very small towns all 
of the time, usually with one bank, but after we had increased our 
enrollment in towns like Middletown, a town of 33,000 people, where 
we had approximately half of the people enrolled, then we opened 
it wide to all areas, all enrollment. 

Then, in 1949, after we had quite a large amount of experience in 
this community enrollment, we said we would open it for the whole 
15-county area one time each year when anybody can come in. 

Mr. Hesevron. So the result is that anyone, even on a farm, a 
remote farm that is still within that community or area can join? 

Mr. Stuart. That is right. Anybody in the 15-county area can 
enroll during our 2-week open-enrollment period in December. 

Mr. Hesevton. Thank you very much. 

The Cuairman. Are there any further questions? 

Mr. Sruart. I would like to add that it would be quite possible, of 
course, for any Blue Cross plan to do what we have done without re- 
insurance, but I think it would encourage them to do it if such rein- 
surance were available to them. 

The Cuamman. Mr, Stuart, we are grateful to you again for your 

attendance before this committee, You have already made a very great 
contribution to this committee in its consideration of this health legis- 
lation and your attendance today makes an additional contribution, 
for which we are very grateful. 
_ It is very helpful to us to have the benefit of your large experience 
in this matter and it gives us great assurance, those of us who are 
interested in this type of activity, to realize that it does have the 
approval of one such as yourself who has a background and experience 
that enables you to pass upon it, in a manner that is entitled to great 
consideration and it gives us assurance as a result of your favorable 
attitude. ; 

We thank you very much. 

Mr. Stuart. Thank you, Mr. Chairman. 

The Cuatrrman. The committee will stand adjourned until 10 
o'clock tomorrow morning. 

(Thereupon, at 10:55 a. m., the committee adjourned to meet at 
10 a. m., the following morning, Friday, May 7, 1954.) 
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FRIDAY, MAY 7, 1954 


House or RerreseNnTATIVES, 
Com™irrer on [Nrerstate AND Foreten COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
1334, New House Office Building, Hon. Charles A. Wolverton (chair- 
man) presiding. 

The Cuatrman. The committee will come to order. 

We will first give consideration this morning to H. R. 8356. Mr. 
Childs will be the witness with respect to that bill. Mr. Childs is vice 
president of the United Rubber Workers of America. He has worked 
practically all his life in the rubber industry. He has served as a 
public official of the city of Akron, Ohio, was on the city council for 
a 2-year term, and during that time he served on different committees, 
including welfare, finance, general health, and sanitation. He also 
served as an executive member of the War Labor Board, and as execu- 
tive board member of the national committee, Council of Community 
Chests of America, Inc. He is also a member of tho executive board 
of the Congress of Industrial Organizations. 

Mr. Childs, we are pleased to have you present this morning, and 
will be pleased to hear your testimony. ' 


STATEMENT OF JOSEPH W. CHILDS, VICE PRESIDENT, UNITED 
RUBBER, CORK, LINOLEUM, AND PLASTIC WORKERS OF AMERICA, 
CIO, AKRON, OHIO, ACCOMPANIED BY MRS. KATHERINE P. 
ELLICKSON, ASSOCIATE DIRECTOR, CIO DEPARTMENT OF RE- 
SEARCH AND EDUCATION, WASHINGTON, D. C.; AND PAUL 
SIFTON, NATIONAL LEGISLATIVE REPRESENTATIVE, UNITED 
AUTOMOBILE WORKERS, CIO, WASHINGTON, D. C. 


Mr. Cutips. Thank you, Mr. Chairman and members of the com- 
mittee. 

This statement is presented on behalf of the Congress of Industrial 
Organizations. It supplements our testimony of January 19 before 
your committee and the letter of February 16 on the hospital-construc 
tion bill by Joseph Curran, chairman of the CIO social-security 
committee. 

As your committee considers what bills to recommend for enactment 
this year, the basic issue before you is primarily a moral one. 

Will you take leadership in sponsoring a program that places greater 
value on healthy human lives than on superficial dollar costs? 
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Plenty of information is available on unmet medical needs in your 
own committee records and in substantial studies made in the past 
years by public and private groups. The technical experts know how 
given objectives can be written into law and translated into adminis 
trative procedures, 

Your great contribution this year to America’s health needs can be 
the dev elopme nt of a dramatic program geared to America’s resources 
and sufficient over a period of years to make the marvels of moder 
medical science available to everyone in the United States. 

Don’t let the budget balancers and the tax cutters keep pushing 
people onto the scrap heap. Don’t promote cheap bills with a nice 
name but no contents when real money will obtain genuine prevention 
and cures. 

Some things must be done for the sake of human decency even if 
they cost money. The value of human lives cannot be weighed or 
measured, nor can the loss of dignity and the tragic suffering that 
result from failure of Congress to act in the past. e all know in our 
hearts that the test of the value of our institutions lies not in material 
things but in the regard we have for people and the degree to which 
those who live in this country are able to develop their full human 
potentialities. 

How can this Nation, with a gross national product of over $350 
billion a year, refuse to take the necessary steps to overcome long- 
continuing shortages in medical facilities? How can we continue to 
exclude millions of our people from access to proper medical care 
except on the basis of charity? How can we hesitate to appropriate 
necessary sums to search out for prompt solution the mysteries of 
diseases which take a gigantic toll each year? 

The chairman of this. committee has traveled in other countries 
and seen what they have done toward the solution of medical-care 
problems even though their resources are far less.) We may wish to 
adopt some of their methods or develop our own. But surely we have 
no excuse for saying that we do not have the ability to move forward 
as fast as they have done, 

We urge you to rise above shortsighted considerations of cost because 
unfortunately the present administration has apparently trimmed its 
program to the demands of the budget balancers. We say this with 
regret based on an earlier hope that health would not need to be a parti- 
san matter. 

We know that prominent Republicans had introduced a bill in both 
Houses of Congress, commonly known as the Flanders-Ives-Javits bill 
(S. 1153), which proposed the expenditure of something like.$800 
million a year for a broad program to expand medical facilities and 
aid voluntary health plans. We have not supported this bill, but we 
believe that it embodied certain good features and that many of its 
objectives were splendid. 

But Senator om appeared before the Senate Subcommittee on 


Health 2 weeks ago, and, on behalf of the sponsors, withdrew this bill 
in favor of the administration’s program. It was reported by the 
Washington Report on the Medical Sciences that withdrawal of the 
bill was due to “strong pressure * * * exerted * * * by the White 
House and the office of Secretary Hobby * * *.” 

We hope that your committee will not similarly bury the bill and 
all hope of a strong positive program this year. 
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We have just learned yesterday that the administration indicated to 
the Senate Appropriations Committee that they are going to request 
an additional $25 million for hospital construction, and also for the 
restor ation of public-health-service grants to the level appropriated 
last year. And we believe this change of heart on the part of the 
administration reinforces our arguments and that it is possible to 
obtain more adequate sums for health if a real effort is made. Of 
course, we still feel that these amounts are inadequate. 

If you confine yourself to the administration program, progress will 
be meager indeed. The somewhat broadened program for the con- 
struction of health facilities which the House has passed falls far 
short of supplying the number of hospital beds and other types of 
care required by the Nation. A little more money for rehabilitation 
on a short-run basis has been requested by the administration, with the 
dangerous implication that Federal money and responsibility may 
later be reduced. The limited Federal guaranty of loans for certain 
health facilities will merely scratch the surface when subsidies and 
direct Federal aid are needed. The reinsurance proposal for prepaid 
health programs is far more imaginative than tt mcs gercoed when deal- 
ing with health needs. These last two measures involve no Federal 
expenditures -only money advances to be repaid ultimately by health- 
service consumers. Without real Federal contributions, these bills will 
accomplish little. 

Not only is little advance proposed by the President’s budget for 
1955 involved actual reductions. The request for public ~health 
services under existing legislation was cut $14.3 million, a 6-percent re- 
duction from the current fiscal year. Although slight increases were 
proposed for some services, the $14.5 million cut in estimated expen- 
ditures for 1955 was made by paring down such public-health pro- 
grams as construction of research facilities (by $4.4 million), con- 
trol of venereal disease, tuberculosis, and other communicable diseases 
(by $5.9 million), the National Institutes of Health (by $1 million) 
and by cutting salary and expense budgets for Public Health Service 
operations. It. is our position that this 1s no time to cut these pro- 
grams. The President’s Commission on the health needs of the Na- 
tion recommended that “greatly increased expenditures * * * be 
used to speed the eradication of tuberculosis. syphilis, typhoid fever, 
diphtheria, and other communicable diseases.” 

Your committee knows from your prolonged examination of these 
problems that such a limited program is not enough. 

Great emphasis is being placed by those who oppose a broad Gov- 
ernment program on the ‘development of voluntary health insurance 
plans. We in the CIO have done as much as any group in the Nation 
to promote such plans. Our earlier testimony described our remark- 
able success in bargaining through our mare for employer support 
of group plans for hospitalization and medical care. 

When last I appeared before this ¢ palettes i went into considerable 
detail on what our organization, the United Rubber Workers of the 
CIO, had been able to accomplish in our negotiations in 1953 with the 
rubber corporations of this country, and also the same programs were 
carried out in Canada, some better and some not quite as good as the 
basic program that we negotiated. We feel it has been a wonderful 
advancement, that it has done a lot of good for.the rubber workers, 
but we still see in those programs the shortcomings that we antici- 
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pated, and actually there are some new ones cropping up. We do not 
feel that those programs which we have negotiated are adequate in 
the sense of preventive medicine, clinical cars and medical bills, and 
we feel that too many times the doctors of this country have taken 
advantage of the programs which we have negotiated, and, as I said 
before this committee before, have used that merely as a floor from 
which they base their charges. We see a growing tendency on the part 
of the doctors in this country to do just that. 

We also told you of the diagnostic centers and clinics sponsored by 
some unions. A few weeks ago, additional evidence of the CIO’s in- 
terest in expanding nongovernmental facilities was provided by a 
gift from the Philip Murray Memorial Foundation to the Providence 
Hospital in Washington, D. C. 

But as we pointed out to you earlier, these voluntary plans have 
many limitations with which we are all too familiar from experience 
with them. Among the major weaknesses in voluntary health pro- 
grams we pointed out the following: 

They do not cover most medical expenses. At present, insurance 
for either home or office medical visits is either not available or is 
far too expensive. No program which does not permit rather ex- 
tensive diagnostic and preventive medical treatment can meet the 
major medical expenses that an individual is sure to ineur. 

Hospital and medical insurance covered by company or collective 
bargaining plans on a group basis is usually lost if workers change 
jobs, are laid off. or retire. To be protected under these circum 
stances people would be compelled to buy individual hospital and 
medical msurance for themselves and their families on an individual 
policy basis, which is far more expensive. 

I might add, Mr. Chairman, that is exactly what has occurred 
the rubber industry. The programs which were negotiated for the 
rubber workers have been lost to them due to the fact that they have 
been laid off and they are out of employment. Something better 
than 10 percent at the present time are laid off, and they and their 
families have lost_that hospital coverage which we were successful 
in negotiating for them. 

Both hospital charges and doctors’ fees have soared upward and 
premiums have likewise increased. 

Most voluntary plans, a majority of which are cash indemnity 
plans, do net cover all charges but merely a fee schedule, and many 
types of expenses are excluded. 

It is incorrect to conclude that the continued spread of voluntary 
health plans will solve medical care problems. The growth of such 
plans has been remarkable, but figures that are sometimes quoted 
are misleading. Actually only about 3 percent of the persons who 
belong have comprehensive coverage. The majority of those who 
are counted as having coverage do not have adequate protection. 
Only about 15 percent of the total personal expenditures for medica! 
care are paid for through voluntary health msurance plans. And 
at least two-fifths of the. population have no prepayment protection 
at all, either for hospitalization or other types of care. 

The groups that have been covered have been easier to reach than 
those that remain unprotected. This is especially true of the low- 
imcome people. Our union plans have included a certain number of 
these but many are unfortymately not organized in trade unions ‘so 
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this channel is closed to them except as we are able in the future to 
bring them the benefits of unionism. We hope to do so, but some 
are not in occupations where unions are appropriate or easily built, 
and restrictive antilabor legislation severely hampers our efforts. 

Spokesmen for some insurance companies and other business groups 
take the view that the low-income people can turn to charity and 
that everyone else can secure protection through insurance com- 
yanies or other types of voluntary plans. We disagree with this. 
We do not think the American people should be thus divided into 
those who are independent and those who must undergo a means 
test to secure help. Certainly under present conditions the charges 
involved in voluntary plans, where they are not met or shared by 
the employer, are too high for many persons who are regularly em- 
ployed or who have incomes from self-employment. Prolonged 
periods of illness or unemployment may make it difficult even for 
those who ordinarily earn relatively high incomes to keep up 
payments, 

Public assistance or relief should be available to everyone when 
they need it, and should be surrounded with all possible safeguards 
to human dignity. But such assistance is accompanied by a means 
test, by its very nature, and under present circumstances has many 
shortcomings. Even under ideal conditions such assistance programs 
are not what the people really want. 

They desire access to medical care as a matter of right, and they are 
willing to contribute toward it and to pay their fair share through 
taxes based on ability to pay or some other reasonable method. 

National health insurance is a method by which the needs of those 
people can be met. Everyone in gainful employment would con- 
tribute a certain percent of his income each year to the health insur- 
ance fund, just as he now pays into the trust fund for old-age and sur- 
vivors insurance. Then when he received medical care the costs 
thereof would be met from the fund, to which employers and the Gov- 
ernment would also contribute. 

Such insurance of the costs of medicyl care should be part of a na- 
tional health program that would greatly advance medical knowledge, 
increase facilities and personnel, and make comprehensive medical 
care available to all sections of the people. 

National health insurance is not socialized medicine since it would 
not increase direct provision of medical services by the Government. 
At least.it would not do so substantially. We object to this bogeyman 
of socialized medicine which is used as a threat to scare people from 
looking at actual proposals. We presume that any program for ex- 
tending medical research and services would be bound to extend also 
the fine facilities now run by the Government, such as the United 
States Naval Hosiptal in Bethesda, the Walter Reed Hospital, and 
the many other institutions run by Federal, State, county, and city 
governments. 7 

National health insurance is now before the House of Represent- 
atives in a bill sponsored by Representative Dingell, H. R. 1817. We 
would like to see you report this bill favorably. Such a program 
would promote efficient provision of medical services and high quality 
of care. It would preserve the free choice of doctors and patients. It 
would remove the financial barrier which now keeps patients from go- 
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ing to the doctor when symptoms first occur. By encouraging pre- 

ventive medicine it would tend to hold down total medical costs as 
well as to avoid illness and premature death. It would avoid a means 
test, paying benefits as a matter of right and relating contributions to 
income. 

We suspect that the aristocracy of the medical societies object par- 
ticularly to the fact that under national health insurance the people, 
through their Government, would have something to say about the 
charges of the doctors who ‘elect to cooperate with the program. Yet 
there are few essential services today about which people now have so 
little to say as the cost of medical care. Often they do not know the 
price they are to pay until the doctor’s bill is received. 

If a union has a medical service plan it would continue to function 
under national health insurance, and its cost would be met out of the 
national fund. The same would be true of many other voluntary non- 
profit plans. 

Doctors, dentists, and nurses, who have licenses to practice in a State 
are guaranteed the right to do so under the insurance system. They 
would be relieved of the bother of collecting bills and would be sure of 
being paid. Doctors would continue to have the right to refuse serv- 
ices to those they do not wish to treat. 

The doctors in each community would decide by majority vote o1 
the method of payment for their services, but individual doctors who 
preferred another method could also arrange to be paid as they wished. 
Physicians could run offices by themselves or join in group practice. 
They could be paid by various methods, so much a visit, called fee fo 
service, or so much a month or year for each person on their list of 
patients, on a full-time or part-time salary, or by some combination of 
these methods. 

I took part in a meeting with a medical society in Summitt County, 
and one of the objections that they raised to our request that they 
consider our medical schedule or our surgical schedule as full pay- 
ment was that that in a sense would be putting them on a salary basis, 
and I just could not understand that type of criticism of the sugges- 
tion that we made, particularly since I happen to work and happen 
to represent workers in a piecework industry where we are paid by the 
piece, not by the hour or not on salary. 

The program would be nationwide so that a worker’s family would 
be covered whether or not he moved to another State. A nationa! 
system is better than State systems because it gives this coverage anc 
because it helps bring adequate and modern medical care to people 
throughout the Nation. 

Health is not a local or State problem primarily. Germs work in 
the same way in the South or North, and they don’t pay any attention to 
State lines. Epidemics sweep the Nation and the world, and must be 
fought-by the same methods in the East or West. 

Only the National Government can plan effectively for efficient de 
velopment and use of medical facilities. It needs the cooperation of 
the States, but it must not abdicate to them. 

With a national system a worker who lived near a State borde: 
could go to a doctor in a community across the State line, if that were 
more convenient or he liked the doctor better than any in his hometown. 
If he really needed it, a worker could get special care and treatment 
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unywhere in the country that there was a doctor or a hospital well 
equipped to give such treatment. 

At the same time this program would make it possible for doctors 
everywhere in the United States to keep up to date with medical prog- 
ress. ‘The poorer States need the most medical care, yet have the 
fewest hospitals and doctors. With a national system of insurance, 
doctors, nurses, and dentists, even in the poorer States, could make a 
cood living, and have modern hospitals, and keep on learning. In 
time, the quality and quantity of medical care any worker could get 
for himself and his family would not depend on where he lived or 
what he could pay, but only on whether he needed it. 

A national system costs less than separate State systems. And if we 
don’t have a national system we’re not likely to have much of a pro- 
cram. A few States might act, but most wouldn’t or couldn’t. Each 
State will be afraid of putting its employers at a disadvantage as 
compared to employers in other States, and so they won’t want to ask 
e mployees to contribute to the insurance fund. 

Experience with unemployment compensation, where the Federal 
(jovernment sees that all the States have programs, but where the 
States set standards for benefits and disqualifications, has shown 
workers the difficulties, inadequac ies, and confusion of State systems. 

That doesn’t mean there won’t be really local administration. The 
bill provides that there must be local advisory committees in every 
community; workers would be represented on these committees and 
could advise on running the program. 

If you are not willing to recommend national health insurance at 
this time we urge that you pass other measures which would at least 
move substantially in the direction of our goals. The following 
are specific proposals that have long been before Congress which 
should now be acted upon: 

An aid to medical education bill so, that we may have more doctors, 
nurses, and other medical personnel. 

Aid to State and local public health service units, so all commu- 
nities may have reasonably adequate public health services. 

Larger sums for medical research. 

Larger appropriations for construction of hospitals and other medi- 
cal facilities. The full $150 million authorized by the Hill-Burton 
Act should be appropriated each year. We regret that your com- 
mittee, following the recommendations of the ‘administration, has 
proposed only $50 million for this purpose, in addition to the $62 
million suggested with amendments to earmark funds for certain 
types of establishments. 

Increased aid to maternal and child health services and expansion 
of the program for the physically handicapped children. 

More generous provisions for mental health activities, including 
improvement of our mental hospitals and clinics, and expanded train- 
ing of psychiatrists and other mental health personnel. 

T had the opportunity of going through the Menninger Founda- 
tion in Topeka, Kans., last weekend, and if you have ‘not had the 
opportunity of visiting that foundation, or if you have not had the 
testimony of Dr. Menninger, I would think it would be certainly 
well worth the time it would take the committee to get that informa- 
tion, ‘They are doing a wonderful job, but it is entirely inadequate. 
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Increased rehabilitation services on a permanent basis for those 
that become disabled each year. 

A balanced program of grants and loans to aid the development 
of voluntary health insurance plans. 

_ We place this item last not because it is least important but because 
it is only part. of the general program and because we now want to 
diseuss bills on this subject in more detail. 

H. R. 8356, the health service prepayment plan reinsurance bill, 

lhe stated purpose of this bill reveals an understanding on the part 
of the administration as to the nature of the problem we face: To 
make “good and comprehensive health services generally accessible 
on reasonable terms, through adequate health service prepayment 
plans to the maximum amount of people.” ‘ 

Upon examination of the bill’s provision, however, we believe that 
this bill will not accomplish this purpose. It has never been demon 
strated in any serious study or discussion of the health problems of 
the United States that Federal reinsurance would solve the Nation's 
medical needs. Upon analysis of the proposed reinsurance program 
it is possible to understand why. 

We believe there are two criteria valid for judging this program. 

1. To what extent will it help to bring about prepaid compre- 
hensive medical care programs which will provide preventive, diag- 
nostic treatment and rehabilitative care for the American people? 

The central obstancy to developing such programs is lack of money. 
Funds are needed to build facilities and to finance operations during 
the early development of such programs. But the administration’s 
insurance proposal does not provide any Federal money for these 
purposes. 

We believe, as we shall explain later, that Federal funds should be 
made available to organizations interested in developing truly com 
prehensive care on a prepayment basis. 

A reinsurance system cannot, by its very nature, meet this challenge. 
The money which is available comes from the organizations them- 
selves. It is available at best for 1 or 2 years. No carrier will be 
helped to take risks by a grant of money from the Government. He 
will merely have his losses cut for a limited period if he ventures into 
new risk territory. In the long run all the carriers who buy the 
insurance will have to pay the bill for the risks they assume. Federal 
subsidies are much more to the point. 

If reinsurance was the solution then the private insurance industry 
would have adopted its own reinsurance program for this area. The 
real problem is the industry’s unwillingness to enter into these compre 
hensive types of programs, or their inability to provide them at a cost 
attractive to purchasers. Many insurance companies will not even 
write a comprehensive program for hospitalization. We had consid- 
erable trouble in getting insurance companies to cover the types of 
insurance programs which we negotiated in the rubber industry, and 
there was considerable pressure exerted by both the rubber companies 
and by our union in order to get them to carry them. There are not 
too many of them that were willing to take the programs which we 
had negotiated. 

Rather than seek ways to extend their programs by removing cash 
limats and exclusions, insurance carriers, both commercial and non- 
profit, are turning toward further restrictions. Deductible and co- 
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nsurance features are the newest methods for making the purchaser 
bear part of the cost so he receives less protection. 

It is apparent from testimony given by previous witnesses at these 
hearings, representing insurance companies and nonprofit plans, that 
ihe existence of a reinsurance program will not strengthen their ability 
or willingness to broaden the range of protection w hich they will offer. 
While we condemn the do- nothing attitude which has been displayed 
by some of these earlier witnesses, we consider their statements are 
important as indications of the ineffectiveness of the proposed rein- 
surance program. 

While it is recognized that certain agencies and organizations have 
testified in favor of this reinsurance program, even those who claim 
t will be useful may not take advantage of its provisions. 

Some have stated that a reinsurance program might stimulate fur- 
ther development of the major medical or catastrophic insurances. 
This may be so. However, we do not regard such insurance as a for- 
ward step to the solution of our health problem. Truly comprehen- 
sive protection, with emphasis on early disease detection and pre- 
ventive medicine, is far more socially desirable. It will also not only 
take care of the so-called catastrophic cases but reduce their number. 

To what extent will this bill help to bring comprehensive pro- 
tection within the reach of people who cannot now afford such 
protection ¢ 


t 


We fail to see how this bill will extend coverage to the so-called 
dificult sections of our population, the aged, the unemployed, the 
inedically indigent, the chronically ill. The bill will not make avail- 


tble any additional money to extend voluntary health insurance to 
any people who cannot afford to pay premiums. 

In the experience of our unions there has been little demonstration 
of the ability of a voluntary system to accommodate these difficult 
groups. 

We do not favor passage of the reinsurance bill because it will not 
help to solve the Nation’s health problems. 

We urge that you recommend instead a Federal program for aiding 
voluntary health plans through (1) mortgage-loan insurance, (2) 
direct Federal loans, and (3) Federal grants. We shall deal with 
each of these in turn. 

H. R. 7700, the mortgage loan insurance bill. 

We accept the bill in principle because we believe that it will prob- 
ably encourage the organization of prepayment medical care and hos- 
pital plans, group medical practice, ad the building of medical facil- 
ities, It is by no means enough as a program of aid to voluntary 
plans, but it is a slight forward step that will apparently aid certain 
ones. Certain suggestions for improving the bill were recently pre- 
sented to the Senate Subcommittee on Health on behalf of the CIO by 
Dr. Morris Brand, medical director of the Sidney Hillman Health 
Center in New York, who testified in January before your committee. 
I am appending for your consideration this part of his Senate testi- 
mony. 

Mr. Chairman, I will appreciate if you will put that into the record 
as part of my testimony. 

The Cuatmrman. Do you wish it at this point or at the end? 

Mr. Cuizps. At the end, if you will, sir. 
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The Cuamman. Very well. That will be done. 

Mr. Crips. H. R. 6950, the Federal loan bill for nonprofit asso 
ciations : : 

Direct Federal loans at low interest rates will be more effective in 
promoting the growth of group practice prepayment plans. 

While the mortgage insurance bill may be of help, a plan in a certain 
locality might be ‘unable to obtain a loan from a private source even 
if the bill passes. Private lenders might not be found on acceptable 
terms. 

The more capital the plan can buy for a given amount of money the 
more rapidly the plan can expand with reasonable charges. The rate 
of interest is therefore of crucial importance, and the Federal Govern- 
ment can make money available at lower rates than can private lenders. 

We approve the respects in which this bill defines eligible nonprofit 
associations more broadly than the Humphrey bill in the Senate. 

We suggest that you increase authorized amounts to $10 million 
instead of the present $5 million in each of the first 2 years, and that 
you authorize thereafter whatever amounts m: uy be found necessary. 

Federal grants to nonprofit plans: 

We recommend that you endorse a program of Federal grants to 
nonprofit medical care plans so as to enable them to experiment with 
overcoming their important limitations. We suggest that you author 
ize the use of $25 million a year for such practic al pilot studies. 

The grants should be made especially for the purpose of experi- 
mentation with overcoming (1) the failure of voluntary plans to 
provide comprehensive services, and, (2) their difficulty in reaching 
low-income groups. Experimentation might also cover such m: itters 
as (1) removing waiting periods, and limitations against age, sex, 
race, and preexisting conditions, (2) eliminating deductible features, 
and (3) providing psychiatric treatment. 

It should be understood that the grants would have to be made for a 
period of more than 1 year in order for the plans to be able to make 
experiments. The sum of 5 million is small compared to needs, but 
would at least provide a starting point and add to our knowledge of 
problems and solutions. It would clarify the degree to which vol 
untary plans can in fact overcome their present limitations. The 
information provided would be worth many times the value of the sum 
expended. 

These experiments should be approved by a national advisory 
council and administered through the United States Public Health 
Service. We should like to stress that any advisory council estab- 
lished in connection with health programs should have adequate 
representation of consumers. 

In closing we again urge that you give more weight to needs than 
to costs. 

Much of the expenditure would actually result in great savings, not 
only in human lives but in dollar figures. 

A tremendous loss to the Nation occurs each year as a result of 
disability. This was stressed by the President’s Commission on the 
Health Needs of the Nation. Its staff stated that— 
the loss to the economy arising out of disability has been estimated as between 


$34 billion and $60 billion during 1951. This can be compared with a national 
income of $278 billion. 
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Much of this loss arises fron\ preventable disease, which would be 
reduced by more medical research, increased facilities and staff, and 
the removal of the financial barrier which now keeps so many people 
from seeing their doctor early enough. 

Your committee is in a position to provide vigorous and dramatic 
leadership in combating needless loss and suffering. 

Thank you, Mr. Chairman. 

The Cuarrman. Mr. Childs, we are very appreciative of this very 
complete, comprehensive, and well-reasoned document that presents 
the views of the ClO. There is much in it that, in my opinion, re- 
quires serious consideration. 

Are there any questions, gentlemen ¢ 

Mr. Dotirver. Mr. Chairman. 

The Cuarmman. Mr. Dolliver. 

Mr. Dotxiver. I understand, sir, that within the rubber industry 
many, if not all of the unions, have health plans that are insured by 
private companies. 

Mr. Cups. That is correct, sir. 

Mr. Douuiver. And those are on an indemnity basis, that is, they 
pay so much to the doctor or to the hospital in case of illness? 

Mr. Cups. The program, in brief, is this, that the cost is borne 
by the employer. It was negotiated at the time we were negotiating 
wage increases, ard we have contended, and I think it is understood 
between our union and the industry, that a considerable portion of 
it at least was negotiated in lieu of a wage increase. 

The program provides for comprehensive hospital care, semi- 
private room, unlimited medical services for an employee and his 
or her dependents. It provides for $3 per day inhospital medical 
visits. It also provides for diagnostic X-ray for the employee, and 
that is outhospital diagnostic X-ray. 

Mr. Do.uiiver. Over what time were those contracts negotiated ? 

Mr. Cuinps. In the middle of 1953 until, well, we completed nego- 
tiations toward the end of the year, November or December. 

Mr. Dottiver. So the beginning is relatively recent. 

Mr. Cups. That is right, sir. The program also provides for a 
surgical schedule for employees and their dependents. It is consid- 
ered to be a good $250 surgical schedule. As I explained briefly 
earlier, the program has not been followed, or the fee schedule has 
not been followed by the doctors. They have used it merely as a floor 
from which they base their charges, and they have charged in many 
cases as much as three times as much as the schedule provides for. 

Mr. Doturver. Well, of course, your union or your companies have 
no contracts with the doctors. The individual patient can go to what- 
ever doctor he chooses? Is that correct? 

Mr. Cups. That is right, sir. We have attempted to work through 
the medical societies and have them indicate to us a program which 
would be acceptable to them as full payment. 

Mr. Douutver. Have you succeeded in that effort ? 

Mr. Cutis. We have not, sir. 

Mr. Douitver. Do you have any figures that are available that you 
are able to give as to the cost of this program per individual covered ? 

Mr. Curtys. The companies take this position, that it is a little early 
to determine definitely what the cost wi be because of the short dura- 
tion the plan has been operating. ‘The first plan became effective in 
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October of last year. We have estimates of up to a little over 6 cents 
per hour from some of the companies. 

Mr. Do.uiver. Per employee? 

Mr. Cups. Yes, sir. 

Mr. Dorxaiver. I think you said that if an employee is laid off 0 
discharged his coverage ceases ? 

Mr, Curmps. At the end of the month following the month in which, 
he is laid off. 

Mr. Douuiver. Is that one of the penalties for having the entire 
burden carried by the employer? 

Mr. Cups. I don’t know, frankly, how the laid-off employee could 
be expected to carry it. I don’t know what means he would use to 
carry his insurance. 

Mr. Dotxiver. My point is this, that the cancellation comes auto- 
matically because the entire expense is borne by the employer, and 
when the man is no longer an employee he naturally does not have to 
cover him. Is that correct? 

Mr. Cuttps. That is correct, sir. 

Mr. Dotiiver. Whereas if your employee bore = of the expense 
it is very possible that some coverage could be had even if he discon- 
tinued being an employee. Do you not think that is possible? 

Mr. Cups. I do not say it is impossible because, frankly, the pos 
sibility of getting the program which we did negotiate seemed rather 
remote when we started our negotiations. So I don’t say it is impos 
sible, but, frankly, we see the inadequacy of the program which we 
have negotiated. It does not cover any preventive care. It doesn't 
cover outhospital medical care or anything for the dependents. 

Mr. Do.tutver. This program which you usually put into effect 
utilizes the facilities already in existence, that is, clinical facilities 
the doctors may already have, and the hospitals that are already in 
existence, and did not include the erection or equipping of new phys- 
ical facilities ? 

Mr. Cuinps. That is right, sir. And in many, many cases there are 
waiting lists of up to 3 months or a little better. 

Mr. Dotttver. I know some of the industrial companies in this 
country in years gone by have had medical and hospital facilities 
erected which were available for the use of their employees. Has that 
been the pattern in the rubber industry ? 

Mr. Cups. No, sir, except in a few instances. Gates Rubber, for 
instance, has a program which is slightly better than the program that 
we negotiated generally in the industry. I supplied your committee 
with a copy of that program, at your request, Mr. Chairman. 

The CuarrmMan. We are glad to have it. 

Mr. Cuitps. The Gates plan is slightly better in that it does provide 
some medical care at the company’s plant for the employees and for 
their dependents. 

Mr. Dotitver. As I gather from what you are saying, sir, this plan 
that has been negotiated in the rubber industry through your union 
is relatively new, and already you are seeing some flaws 1n it which you 
undoubtedly hope to correct in the future ? 

Mr. Cuizps. And it is much more comprehensive than the progranis 
that are existing in the large basic industries. 

Mr. Dotitver. You say it is much more comprehensive? 
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Mr. Cutvps. It is; yes, sir. And we find it inadequate, and it is one 
of the reasons that we take the strong position that we do favoring the 
type of programs that we have outlined here. We have seen this, too, 
that our programs have made it much more expensive in many cases 
for the other people in the community where the rubber plants are 
located, and where this plan is in existence, because it provides these 
benefits. And on the surgical schedule, for instance, we have seen an 
appreciable upping of the charges. 

Mr. Doxiiver. Would you say that is because of the contract that 
you have had? 

’ Mr. Cups. Not solely, but I think it has contributed to it. 

Mr. Dotiiver. Does that mean that the rubber workers who are in- 
cluded under your union plan would be favored over the general pub- 
lic, then ¢ 

Mr. Cumps. No. I think it has helped to create a tendency to in- 
crease the charges generally in the community by the doctors and by 
the hospitals. 

Mr. Doxtaiver. Including the charges on your people ¢ 

Mr. Cuttps. Oh, yes; definitely. I stated to your committee here 
last time I appeared of an example we had in Pennsylvania where 
the doctor for maternity was charging $60 prior to the plan going 
into effect. The program which we had in there at that time provided 
a $50 coverage. After we negotiated an increase to $75 under the new 
schedule the doctors increased their fee to $125. We just could not 
win. 

Mr. Dottiver. For what service was that? 

Mr. Cuitps. Maternity care. 

Mr. Dotiiver. You are no doubt aware of some of the plans of 
other unions in various cities, for example, one in St. Louis? 

Mr. Cups. Yes, sir. 

Mr. Dotuiver. Your plan does not in any way resemble that ? 

Mr. Cups. No, sir; it is a somewhat different approach than our 
plan. 

Mr. Dotiiver. The plan at St. Louis is one that is pretty much 
operated by the associated unions under the direction of one of them. 

Mr. Cups. Correct. 

Mr. Dotztver. Your plan does not include anybody except those 
who belong to the rubber union? 

Mr. Cutips. That is right. 

Mr. Dotiitver. That is all, Mr. Chairman. 

Mr. Cutips. And the administration is solely by the employer, sub- 
ject, however, to the grievance procedure insofar as the application 
of the agreement is concerned. 

Mr. Dotiiver. Thank you, Mr. Chairman. 

The Cuarmman. Mr. Priest? 

Mr. Priest. Mr. Chairman, I have just one question at this point 
to get the record clear. 

Mr. Childs, I am sure the statement you made on page 9 was what 
you believed to be the situation. I refer to your statement that you 
regretted that this committee proposed only $50 million for the Hos- 
pital Constuction Act in addition to the $62 million authorized for the 
amendments to the act. This committee, of course, authorized a full 
$150 million, and this committee would be, I am sure, happy to see 
that full amount appropriated. The Appropriations Committee and 
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the Bureau of the Budget are entirely responsible for the $50 million 
figure, and not the C ‘ommittee on Interstate and Foreign Commerce. 
1 just wanted the record to be clear. I can easily understand how you 
might gather that because the authorizing legislation comes from this 
committee. Every time the appropriation has been less than we 
thought was necessary this committee has led a fight on the floor to 
get it restored to the authorization or to whatever we thought would 
be wisely spent within the fiscal year. I merely mention that for the 
sake of the record, and I am sure in all good intentions you placed 
the blame on this committee, but this committee is not to blame for 
that $50 million figure. 

Mr. Cuitps, We understand that, sir. In fact, I feel we have a full 
appreciation of the efforts of this committee in bringing to light many 
of the things it has that we have been able to say and others in behalf 
of this very important problem, and we feel certain that there is cer- 

tainly a great deal more enlightenment as a result of your efforts. 

Mr. Priest. That is all for the present, Mr. Chairman. 

Thank you, Mr. Childs. 

The CuatrmMan. Are there any further questions, gentlemen ? 

Mr. Youncer. Mr. Chairman ¢ 

The Cuarrman. Mr. Younger. 

Mr. Youncer. I have just one question, Mr. Childs. As to the doc- 
tors’ fees and hospital fees under your plan, have you ever compared 
those fees with the Blue Cross and Blue Shield? 

Mr. Cuiips. You mean our surgical schedule compared with the 
Blue Shield ? 

Mr. Youncer. Yes. 

Mr. Cums. Yes. 

Mr. Youncrr. Was it similar? 

Mr. Cuitps. Somewhat similar, sir, to their schedule. 

Mr. Younger. That is all. 

Mr. Cuttps. They are better in one respect and not so good in an- 
other. We feel it is a good $250 schedule, and there are many doctors 
who agree with us. 

Mr. Youncer. That is all, Mr. Chairman. 

The Cuarrman. Are there any further questions, gentlemen? 

Mr. Hate. Mr. Chairman? 

The Cuarrman. Mr. Hale. 

Mr. Hate. Mr. Childs, the general views of your organization on 
this question of health, national health, have not changed materially 
in recent years, have they? 

Mr. Cutps. On national health? 

Mr. Hate. Yes. 

Mr. Cups. Our position ? 

Mr. Hate. Yes. 

Mr. Curips. No; our position has not changed. 

Mr. Hate. You believe quite firmly that there is no answer to the 
problem except a Federally operated, compulsory, national health 
insurance program? Is that right? 

Mr. Curups. We do not feel that there is any complete solution to 
it other than that approach. You might better the condition by 
another approach. 

Mr. Harr. You can scratch the surface here and there but—— 
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Mr. Cutips. We don’t favor that. We feel that we have the means 
of doing it here, and we feel that we have the need for it in this 
country, for doing a good, cmplete job, a thorough job, and we feel 
this committee is in a position to lead the way. 

Mr. Haxe. That is all. 

The CuamrMan. Are there any further questions? 

Well, Mr. Childs, I express again the appreciation of the committee 
for this very full, complete, comprehensive and, to me, logical presen- 
tation of this particular subject. I think your statement is challeng- 
ing when you open it with the thought “lives against dollars,” and I 
think you strike the keynote there th: at might well have the serious 
consideration of all who are in authority or in position where they 
could make possible the suggestions that are made with respect to the 
health of our people. 

I wish everybody had a wide vision, a broad vision and a far vision 
of this subject of health. Iam very grateful that I have, speaking for 
myself alone now, a vision that is far beyond, at least, what some peo- 
ple seem to have, and I am not speakigg of members of this committee; 
I am speaking of some who appear before the committee as witnesses. 
And I think you have very properly laid stress upon the fact that there 
is a human element that deserves emphasis as much or more as the 
dollar element that too frequently seems to prevail. 

With the generosity that this Nation has shown to others who are in 
need, it would seem to be most appropriate that we give some consider- 
ation to the need that exists in our own land. And I know of no ques- 
tion that, to me at least, has a greater appeal than that which we do 
in behalf of the health ot our people. 

Mr. Priest, my colleague, who has been a member of this committee 
for many years, I think, has vision. For certainly during the years 
he has served on this committee he has given unstintingly in his 
effort to produce legislation that would be helpful. What I say with 
reference to Mr. Priest could be said with reference to other mem- 
bers of this committee. We are very proud in this committee of 
what has been done. We are naturally of the opinion—at least some 
of us—that there is much more that could have been done. But at 
least we have taken a forward step. And the attention that has 
been given to this subject of health during this session of Congress, 
which started in last fall and came up through the intervening 
months, to my mind, is one of the finest exhibitions that this com- 
mittee has ever given of its desire to meet the real needs of our 
people. 

I am hopeful, with the experience we have gained as a result of 
our hearings and the testimony that has been given by others with 
far greater. experience than any of us in this committee, that it will 
enable us in the future to accomplish those things that are worth- 
while and so necessary, as it seems to me. And we appreciate your 
willingness to come here and give us the benefit of your experience. 
We value it very highly, and ‘I can assure you it will be given our 
most serious consideration. 

Mr. Cuitps. Thank you, Mr. Chairman. 

Mr, Priesr. May I make a 1- or 2-sentence observation at this point ? 

I simply want to say here that I think the committee and the 
American people owe a great deal to our chairman for the work 
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that has been done on this vital subject, beginning last fall. The 
chairman, with that broad vision that he has and with that great 
interest that he has in this whole subject, spent part of the time last 
fall, a time that was supposed to be a recess for Members of Congress, 
organizing and holding a series of hearings here dealing with all of 
the major diseases, having before the committee specialists in every 
field. And that series of hearings, plus the hearings that have con- 
tinued since the 2d session of the 83d Congress, convened in January, 
I think, have been more enlightening and have laid a foundation for 
greater progress in this entire field than any series of hearings held 
at any other time by any other committee of Congress. 

I think the chairman is due much credit for organizing those 
hearings, for the vision to push forward, and I just want to say that, 
as a minority member, that credit should go to the chairman of this 
committee. 

Mr. Cuitps. We in the CIO appreciate the chairman’s interest: in 
conducting these hearings. And we were not trying to issue a new 
challenge. We have just sort of given emphasis to an old one. [ 
am sure that you will find our organization and the other great labor 
organizations in this country and other people will be supporting your 
efforts in bringing about a truly complete medical program for the 
people that need it. 

The Cuarrman. I have found very often at Sunday school, church, 
and fraternal meetings that when the chairman of a particular event 
endeavors to pay a compliment he very frequently gets into trouble 
by not recognizing everyone who is entitled to it. So that when | 
speak so glowingly of my good friend from Tennessee who has helped 
so effectively, I am speaking not only of his personal interest but I 
am speaking of that which he represents in the other members of the 
committee, because at no time can a chairman or can any single 
member of a committee accomplish anything that is worthwhile by 
his own efforts. It can only be by a combination of the efforts of the 
entire committee. And in that respect this committee has been par- 
ticularly fortunate that its membership, without exception—and 
that is really saying somehing, but I do say without exception—have 
always been interested in this type of legislation and have proven very 
helptu . It is not easy to accomplish things as a pioneer. It is hard 
work, and we recognize that this is largely a pioneering effort. so 
that while we have a vision as to what ultimately should be done, 
we are practical enough to realize that you cannot always accomplish 
what you would like to do in the first instance. 

But by continued effort we do have in mind that we can accomplish 
ultimately, and we hope at not too distant a day the things that are 
most worthwhile. 

Now, Mr. Heselton, as one of those who has always been helpful, 
do you wish to say something? 

Mr. Cuitps. Mr. Chairman, I think that your committee will long 
be remembered after the McCarthy committee is forgotten. You are 
doing a constructive job. 

“The Cuamman, Is there anything further? 

In view of the circumstances that Mr. Heselton or no one else 
has anything to add to what has already been said, I assume that what 
has already been said covers the subject. We will insert in the record 
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the excerpt from the testimony of Dr. Morris Brand, which you have 
offered, at this point. 

(The material referred to is included in the testimony of Dr. Brand 
inserted below.) 

The Cuarrman. The committee is also in receipt of a letter from 
Dr. Morris Brand enclosing his complete statement given before the 
Subcommittee on Health of the Senate Labor and Public Welfare 
Committee on April 22, 1954, which will be inserted in the record at 
this point. 

(The material referred to follows :) 


TESTIMONY IN BEHALF OF THE CONGRESS OF INDUSTRIAL ORGANIZATIONS AND THE 
AMALGAMATED CLOTHING WORKERS OF AMERICA (CIO) spy Morris Brann, M. D., 
MepicaL Director, SipNey HiILLMAN HEALTH CENTER IN New York CITy 


Mr. Chairman and members of the committee, my name is Morris Brand, and 
I am appearing in behalf of the Congress of Industrial Organizations and the 
Amalgamated Clothing Workers of America, a CIO affiliate. 

I am the medical director of the Sidney Hillman Health Center in New York 
City where preventive, diagnostic, and curative medical services are provided to 
members of the New York Joint Board of the Men’s and Boys’ Clothing Workers, 
ACWA. Previous to this position I was the associate and, for a time, acting 
medical director of the Health Insurance Plan of Greater New York (HIP). 

The CIO and ACWA wish to express their appreciation for being given the 
opportunity to present their comments and suggestions on health legislation which 
will affect in particular about three-quarters of a million ACWA union members 
and dependents, and in general this Nation’s population of 160,000,000 persons. 
With the happiness and welfare of so many at stake, it is not surprising that both 
organizations are anxious to present their points of view with the hope that 
Congress will stop the repetitious and costly surveys and start building for a 
healthier America. On several occasions facts and statistics revealing the un- 
met health needs of the Nation have been collected, masticated, digested, absorbed, 
and assimilated. Among the many studies, excellent and provocative informa- 
tion can be found in the reports of (1) the Committee on Costs of Medical Care, 
(2) the National Health Survey, (3) the Selective Service rejections, (4) the 
1951 repert to the Senate’s Committee on Labor and Public Welfare when Senator 
Lehman was chairman, and most recently (5) the President’s Commission on 
the Health Needs of the Nation. 

The health principles formulated by the Commission is as adequate a founda- 
tion as one can hope to find for the excellent recommendations which the 
Commission made in its report. These recommendations, if properly imple- 
mented and dovetailed with our medical profession’s excellent and vast potential 
knowledge and skills, would raise our country’s health to the highest degree 
possible. 

Mr. Wolverton’s speech before the House of Representatives on February 3 
last on the introduction of H. R. 7700 and the bills S. 1153 and H. R. 3582 
introduced respectively by Senators Ives and Flanders and Representative 
Javits, are manifestations that our administration and many of our Nation’s 
legislators, regardless of their political affiliations, are aware of the urgent need 
for a wider distribution of modern medical services. Unfortunately the proposed 
formulas are inadequate and weak. They do not permit a constructive approach 
to better health. The CIO and ACWA therefore maintain that the only way 
to ereate the health structure that will be functional, valuable, and have 
tirmness, stability, and meaning for the 160,000,000 people (and many more to 
come) is to— 

1. Establish a coordinated and integrated national health program for com- 
prehensive medical and hospital services, including national health insurance. 

2. Provide aid to professional schools through grants for training health 
personnel, 

3. Provide aid in the building of hospitals and group medical practice clinics 
with a minimum of State and local matching funds. 

4. Provide aid for the extension and expansion of State and local public 
health services, 

5. Provide aid to maternal and child health services and expansion of program 
for the physically handicapped children. 
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6. Provide for the development of a mental health program to improve our 
mental hospitals and for the training of psychiatrists and other mental health 
personnel. 

7. Provide aid in the understanding and prevention of chronic diseases and 
increase the facilities and services for the chronically ill. 

8. Extend rehabilitation services to provide aid for those who become disabled 
each year. 

The recent curtailment of funds for health services—limited as they are 
may mean financial economy for the moment. In the long run, however, these 
economies will prove costly because of their harmful impact on the health of 
our citizens. Our people’s health must not be sold short for a handful of silver. 


S. 3114 (H. RB. 8356) 


With regard to the companion bills, 8. 3114 and H. R. 8356, the CIO and 
ACWA are impressed with the intent and purposes set forth in the preambles, 
but because there is no relationship between the preamble and the body con- 
tents, they disapprove both measures as wholly inadequate to serve any useful 
purpose. 

The labor organizations are of the opinion that the reinsurance bills will not 
add to the health and well-being of this Nation because the health status can 
be improved only by a program of national health insurance which will provide 
comprehensive preventive, diagnostic, and curative medical and ancillary serv 
ices in the home, office, and hospital to every individual in accordance with their 
needs. Heroic measures are needed to provide the American public with the 
modern medical knowledge and skills which can be provided by our excellent 
medical profession. To maintain the financial and other artificial barriers 
between the public and the profession is wasteful, both of the vast potential of 
American medicine and people’s health resources. 

Both the CIO and ACWA are of the opinion that the proposed acts are so 
general in terms that it would place upon the Secretary responsibilities of a 
detailed analysis of each applicant for reinsurance coverage which would de- 
mand a large and costly administrative establishment. Furthermore, if many 
plans applied for coverage within a brief period of time it would create a serious 
administrative handicap and give rise to additional criticism of governmental 
bureaucracy. 

The bills also lack specific standards and criteria for implementations to 
fulfill the intents and purposes set forth in the declarations, 

The proposed acts would extend reinsurance to private insurance carriers as 
well as nonprofit organizations. It is difficult to believe that any carrier would 
be interested in experimentation in fields which if unsuccessful would lead to 
a cost of 25 percent of the losses. Recent abrupt cancellation of various policies 
by commercial carriers is evidence of their ultraconservatism and fear of undue 
losses. Notwithstanding the Federal Government’s willingness to pay 75 per- 
cent of the losses, stockholders are interested in successful dividends and not in 
unsuccessful costly experiments. 

Those carriers which may be interested in additional services or wider cover- 
age will of necessity have to establish a premium charge based on sound actuarial 
accounting. Otherwise they would not, in accordance with the bill’s provisions 
be entitled to the reinsurance. To deliberately charge a low premium for the 
experimental period may attract new buyers but it is obvious that they will not 
continue their subscriptions when the premium rates will be adjusted upward 
to meet the actual costs. 

The labor organizations do not believe that the bill will find a means of pro- 
viding coverage for retired persons, low-income groups, unemployed and those 
disabled by chronic illness because such persons generally do not have the funds 
to purchase any insurance coverage. 

The bill provides for a national advisory council and specifically classifies 
only four members who shall be experienced in the administration of health 
service plans. It would serve the public’s interest in a fuller measure if labor 
and other consumer organizations would be designated as consumer representa- 
tives and of the 4 representatives mentioned above, at least 1 should represent 
nonprofit hospital service plans and another nonprofit comprehensive medical 
service plans. 

The comment made by Mr. Edwin J. Faulkner on March 26 before the House 
Interstate and Foreign Commerce Committee when testifying on the reinsuranc« 
bills are worth repeating. He stated: 
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“Government reinsurance of health insurance plans would introduce no magic 
into the field of financing health care costs. Reinsurance can distribute risks 
among insurers just as insurance distributes them among policyholders, but no 
matter how far this distribution is carried, it must be sound to succeed. Rein- 
suranee does not increase the ability of the insurer to sell protection to the 
unwilling buyer. 

“Reinsurance does not reduce the cost of insurance. Reinsurance does not 
make insurance available to any class of risk or geographic area not now within 
the capabilities of voluntary insurers to reach.” 

To summarize briefly, the ACWA opposes the reinsurance bill because it will 
in no way begin to solve the health needs of the Nation. 

However, the CIO and ACWA take this opportunity to recommend for this 
committee’s consideration the following suggestion for use of the $25 million 
for practical pilot studies. 

Congress should appropriate the $25 million to be used as grants to nonprofit 
hospital and medical care plans which, regardless of their present coverage, 
would agree to (1) provide comprehensive medical services in the homes, hos- 
pitals, and doctors’ offices ; (2) provide total hospital services in accordance with 
needs; (3) remove waiting periods, limitations against age, sex, race, and pre- 
existing conditions; (4) eliminate deductible features; (5) broaden their 
underwriting rules to permit enrollment of individuals or individual families; 
(6) enroll the retired, unemployed, and those with low incomes who ordinarily 
cannot purchase existing voluntary insurance plans; (7) provide psychiatric 
treatment; (8) add dental services and enter into many other areas which 
because of the lack of sound actuarial information have been considered unsound 
financially and therefore avoided. 

Plans such as the health insurance plan which provides a medical service pro- 
gram through 30 medical groups, the Permanente plan, the Blue Cross, and Blue 
Shield, should all be invited to participate in these pilot studies. 

These experiments should be approved by a national advisory council and 
conducted by the United States Public Health Service for the Department of 
Health, Education, and Welfare. Controlled pilot studies should provide infor- 
mation which could be used to advantage many more times the value of the 
sum expended. 

H. R. 7700 


The ACWA agrees with the declaration of policy and purposes set forth in 
title VII of H. R. 7700 that “there is a serious need throughout the country for 
a greater number of hospitals and related medical facilities and services” ; 
“to stimulate private lending institutions * * * to loan funds by which medical 
centers, hospitals, clinics and other medical facilities can be financed, built 
and operated on a self-sustaining, self-liquidating basis”; “to encourage the 
extension of voluntary, repayment health plans providing comprehensive medical 
and hospital care of high quality to the people at reasonable costs within their 
means”; and “to increase the opportunities and facilities by which doctors may 
associate themselves together in groups in order to broaden the distribution of 
high quality medical care through general practitioners and specialists working 
together * * * and emphasizing preventive medicine, detection of disease, and 
early diagnosis.” 

The CIO and ACWA accept the bill in principle because they believe that it 
will probably encourage the organization of prepayment medical care and 
hospital plans, group medical practice, and the building of medical facilities. 
The following recommendations which in no way alter the purpose of the bill 
are presented for consideration : 

1. Since medical groups with or without prepayment insurance plans usually 
pass through a most trying financial period in the first few years of operation, 
it is suggested that the value of the bill would be enhanced if it would provide 
for a deferment of payments on principal for the first 2 years and then based 
on the group income a gradual increase in payments up to the 5th year after 
which a specific and constant repayment would be required. 

2. The bill calls for a premium charge up to 144 percent for the insurance. 
This figure superimposed on a mortgage interest rate up to 6 or 644 percent 
will cause considerable loading on the subscribers’ premiums. However, since 
the mortgagee’s principal is protected by the insurance provided under this 
bill, the interest rate should be limited to the prevailing rate of interest for 
mortgage loans to business in the area. The premium charge for the mortgage 
loan insurance should be eliminated because the expansion of facilities and 
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medical and hospital insurance plans will repay the interest in the form of 
healthier communities. 

3. In section 702 (g) the definition should be broadened to include compre. 
hensive plans established by lay groups, such as labor unions, cooperatives, 
industries, and citizen groups who may engage individual physicians as we!| 
as groups of physicians to provide services to the subscribers. Also, it should 
not exclude the possibility of a hospital staff establishing a group medic: 
practice facility and prepayment plan. 

Furthermore, a group practice unit as defined in this section states that the 
organization of physicians must have “more than one specialty represented 
in the group.” It is recommended that in order to establish some sense of 
balance of professional skills in a medical group that this be revised to read 
“must have as a minimum a specialist in internal medicine, a general surgeon, 
and an ophthalmologist-otolaryngologist.” 

4. Section 702 (h) should have included the word “physician” in line 20 
(p. 7) before the words “groups of physicians.” This will permit “health 
service association” to employ or enter into contracts with individual physicians 
as well as a group of physicians, etc. 

5. Section 702 (i) defines “medical care contract’ and “hospital service 
contract” in a manner that does not conform with existing practices. Most 
hospitals provide for more than “bed and board” and provide for some of the 
services as defined in the “medical care contract” and it is therefore suggested 
that legislation should not interfere with present practices so as to force 
changes which are at this moment controversial. 

Passage of H. R. 7700 in the House will be of no value if the Senate does 
not have a companion bill to consider. The CIO and ACWA, while approving 
the above bill in principle, notes that failure to pass this bill would not be a 
handicap to the development of group practice prepayment health service plans 
on condition that 8. 1052 and H. R. 6950 which provide for Federal low-interest 
loans to group practice prepayment health plans are approved in its stead 
The mortgage loan insurance feature should be add to both bills so that it 
would be available as added protection where a medical group, lay group, or 
hospital prefers to obtain a mortgage loan from a private commercial source 

Mr. Chairman, the CIO and ACWA again wishes to express appreciation for 
the opportunity to present their comments for health legislation. 


The Cuamman. We thank you again, Mr. Childs. We are very 
glad to have had the benefit of your help in further consideration of 
this legislation. 

Mr. Cuitps. Thank you. 

(The following information was suvmitted for the record :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, April 1, 1954 
Hon. CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
House of Representatives. 


My Dear Mr. CHAIRMAN: I should like to call your attention to certain pro 
visions of the bill H. R. 8356, a bill to improve the public health by encouraging 
more extensive use of the voluntary prepayment method in the provision of 
personal health services, presently pending before your committee which I feel 
should receive the careful consideration of the committee. 

The purpose of the bill is stated to improve the public health by encouraging 
the more extensive use of the voluntary prepayment method in the providing 
of health services. To carry out such purpose, the bill provides for the estab- 
lishment in HEW of a National Advisory Council of Health Service Prepayment 
Plans; authorizes the Secretary to make studies and collect information on 
health service prepayment plans and to make such information available: and 
establishes a reinsurance fund designed to protect insurance carriers from 
abnormal losses as a result of the issuance of health insurance. This fund gen- 
erally would be comprised of reinsurance premiums paid by the sponsors of 
health service prepayment plans participating in the program. However, to 
provide working capital for the reinsurance fund, an appropriation of $25 
million would be authorized from which advances repayable with interest could 
be made to the fund when and as needed. Also, the bill provides that for the 
first 5 years of operation the administrative expenses of operation of the pro 
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gram would be borne by appropriated funds; thereafter such expenses to be 
horne by the fund. 

I have no special knowledge as to the need or desirability of the legislation 
and, therefgre, will not comment on the merits of the proposal generally. How- 
ever, I am concerned with respect to the broad authority which the bill would 
vest in the Secretary under title IV. 

Title IV provides pertinently as follows: : 

“Seo, 401. (a) With respect to matters arising by reason of title III, or such 
title as it may hereafter be amended, the Secretary shall, in addition to other 
powers confered by this Act, have power— 

“(1) to enforce, pay, or compromise, any claim on, or arising because of, 
operations under such title; and 
“(2) to enforce, pay, compromise, waive, or release any right, title, claim, 


lien, or damand, however acquired under such title. 
* * * a7 


“(e) The Secretary is authorized to determine the character and necessity of 
expenditures from the fund and the manner in which such expenditures are in- 
curred, allowed, and paid, subject to provisions of law specifically applicable to 
wholly owned Government corporations. 

“Src, 402. The Secretary shall, with respect to the financial operations aris- 
ing by reason of title III— 

“(a) prepare annually and submit a budget program as provided for wholly 
owned Government corporations by the Government Corporation Control Act; 
and 

“(b) maintain an integral set of accounts, which shall be audited annually 
by the General Accounting Office in accordance with principles and procedures 
applicable to commercial corporate transactions, as provided by section 105 of 
the Government Corporation Control Act.” 

Recognizing that in the operation of such program the Secretary will be re- 
quired to deal with insurance carriers with respect to claims against the fund 
based upon factors which under the general provisions of the bill are to a great 
extent solely within his discretion, I would not be too concerned if exclusive 
authority is vested in the Secretary to settle and adjust such claims as appa- 
rently is contemplated under section 401 (a) (1). 

However, I can see no justification—and to my knowledge none has been ad- 
vanced—for the broad authority which would be vested in the Secretary under 
paragraph (c) of section 401 which would have the effect of granting conclusive 
financial authority in the Secretary over all matters arising under the program. 
The vesting of such broad financial authority in the Secretary has the effect of 
concentrating in the administrative officials almost exclusive power over its 
operations. This necessarily weakens the control of the Congress over the basic 
programs and operations of the reinsurance program and renders ineffective the 
audit by the General Accounting Office, as the agent of the Congress, with respect 
to illegal or improper expenditures detected in our examination of the new 
activity. This authority is exactly the type that I have from time to time 
cautioned the Congress to keep a “sharp eye” out for in the interest of strength 
ening the control of Congress. Accordingly, I strongly urge that section 401 (c) 
be eliminated from the bill. 

I also recommend that section 402 be eliminated as being unnecessary to the 
accomplishment of the purposes sought thereby. Under the Budget and Account- 
ing Procedures Act of 1950 the Bureau of the Budget is authorized to prescribe 
the type of budget program that shall be submitted by the several agencies and 
departments of the Government and it may be noted that the budget for 1955 
included 110 business-type budget presentations. That same act provides specific 
statutory authority for the General Accounting Office to make the type of audit 
most suited to the activities of the agency involved and in accordance with gen- 
erally accepted principles of auditing. In short this enables the Comptroller 
General to prescribe the type of audit that would be most practicable and useful 
for the business type activities of the proposed activity. Should the bill be en- 
acted, you can be assured that the program envisioned by the bill, by the very 
nature of its operations, would be subject to a business-type audit. For these 
reasons, section 402 of the bill seems entirely unnecessary. 

Sincerely yours, 
LinpsaY WARREN, 
Comptroller General of the United States. 
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ConGress OF THE UNITED STATES, 
HOUSE OF REPRESENTATIVES, 
Washington, D. C., May 7, 1954. 


Hon. CHARLES A. WOLVERTON, 
Chairman, Interstate and Foreign Commerce Committee, 
House of Representatives, Washington, D. C. 


Dear Mr. CmatrMan: I should like to submit to you and the members of your 
committee a brief statement in support of H. R. 8356. The basic purpose of this 
bill, as we know, is to encourage nonprofit and private health-insurance organi- 
zations to provide broader and more adequate protection to more people. 

The voluntary approach embodied in this bill is one of its most important 
features. The plan involves no compulsion whatever. Health-insurance com- 
panies, for instance, would use the Federal reinsurance service only if they so 
desired ; they would not be obligated to apply for reinsurance. Under this bill 
the Federal Government would have certain limited powers to control and sv- 
pervise the health-insurance companies, but only for the purpose of protecting 
the reinsurance fund. 

Under this reinsurance program, furthermore, no individual or family would 
be forced to buy health insurance. The purpose of the bill is to enable more 
people to establish protection against the high costs of medical care, but they 
decide for themselves if they want health insurance. 

Many benefits can be anticipated from passage of this legislation. Millions 
of people who are self-employed or who work in small businesses will have the 
opportunity to purchase health insurance. As many as 17 million persons may 
fall in these 2 categories. They are generally not covered now because group 
insurance is not available to them. 

The Federal reinsurance program will allow insurance companies to develop 
new policies, perhaps with group enrollment on a town or community basis. If 
they can experiment with such policies without running undue risks, they can 
be expected to broaden their coverage substantially. 

Finally, it should be kept in mind that this reinsurance service does not in- 
volve a Federal subsidy. It would be established on a self-sustaining basis, 
with premium payments calculated so as to cover any losses. 

This bill represents.an opportunity to meet the needs of millions of Americans. 
For that reason I hope your committee will report favorably on H. R. 8356. 

Sincerely yours, 
PETER FRELINGHUYSEN, Jr., 
Member of Congress. 


STATEMENT OF Hon. STUYVESANT WAINWRIGHT, A REPRESENTATIVE IN CONGRESS 
From THE State or New YorkK 


Mr. Chairman and members of the committee, it is a distinct pleasure for me 
to appear before you here teday in support of the administration’s voluntary 
health-protection bill, H. R. 8356. 

This reinsurance plan goes to the heart of one of America’s greatest concerns; 
namely, the health protection of each individual citizen. This bill, in my opin- 
ion, can be the catalyst which will bring adequate protection to the doorstep of 
every family in our country. Particularly to those in small communities and 
rural areas. By expanded group coverage and by increasing the benefits, many 
of our citizens will no longer have to suffer the economic distress and anxiety 
that sickness now causes so many of our people throughout the country. This 
attack on the health problems of our people does not lose sight of the great fore- 
sightedness and good commonsense of our citizens and accomplishes its objec- 
tive within the framework of our free-enterprise system. 

I believe the results of profit and nonprofit prepaid medical care insurance at- 
tained to date are truly remarkable. The fact that 90 to 100 million people have 
already been covered in some measure under these plans indicates the extraor- 
dinary growth in hospital benefits during the last 10 years. This is a truly 
extraordinary program, but let us not overlook the fact that the bulk of the job 
still lies ahead. Sufficient coverage is just not available to folks in the less ac- 
cessible parts of our Nation. The stimulation and risk spreading made possible 
in this reinsurance bill seems to me to point us in the direction where, if we have 
the courage of our convictions, real suecess can be achieved. 

One of the areas which I should like to mention and to which I believe this bill 
can bring important forward steps is among our increasingly aging population. 
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Our people for many reasons are living longer. As you know, the life expectancy 
of our people has increased 40 percent since 1900. H. R. 8356 can encourage 
larger coverage to meet some of the needs created by this fact. 

The next important reason for my feeling strongly about this reinsurance bill 
is because it has a great opportunity to stimulate protection against catastro- 
phic disease by encouraging private industry to make available comprehensive 
coverage to more of its people. 

Finally, I should like to say that the balance between the functions of Govern- 
ment and the functions of private industry are carefully maintained. The en- 
couraging of the free-enterprise system to give adequate health protection is the 
focal point and substance of H. R. 8356. This is in keeping with the spirit and 
tradition which have given the United States the position of world leadership it 
holds today. 


DEARBORN, Micu., May 6, 1954. 
Hon. CHARLES W. WOLVERTON, 
Chairman, House Interstate and Foreign Commerce Committee, 
House Office Building, Washington D. OC. 


My DEAR CONGRESSMAN WOLVERTON: I am wiring to express my views on the 
proposed Health Service Prepayment Plan Reinsurance Act, H. R. 8356 and 
§. 3114, which is now under study by the appropriate committees of the Congress, 
| have been personally interested in the development of voluntary health prepay- 
ment plans for many years. As a member of the American Hospital Associa- 
tion’s original Hospital Service Plan Commission, later the Blue Cross Commis- 
sion, I have been directly associated with the development of the Blue Cross 
movement in the United States and Canada since its inception. I was closely 
associated with the Philadelphia Blue Cross plan and I am, at present, a member 
of the board of trustees of the Michigan Blue Cross plan. 

I believe that it is necessary and desirable for government at local, State and 
Federal levels, actively to encourage the extension of voluntary health insurance. 
I have not understood, for example, why the Federal Government has not long 
ago made it possible for Federal employees to participate in Blue Cross and other 
voluntary health insurance plans by extending the advantages of payroll deduc- 
tion for this purpose as private industry has done for many years. I believe 
that the Federal Government should take the initiative in helping the States to 
develop methods for the coverage of certain segments of the population such as 
the aged and the low-income groups, many of whom cannot afford to purchase 
adequate protection, but, who could pay part of the cost of such protection. The 
continued solvency of our voluntary hospital system and the maintenance of 
quality of care combine to demand a solution to these problems, 

I have reviewed the proposed Health Service Prepayment Plan Reinsurance 
Act and I have read some of the testimony which has been presented to the 
Congress in connection with it. I do not pretend to be an expert on insurance 
matters and particularly not on reinsurance. I am, therefore, not qualified to 
judge the technical aspects of the bill. It does seem to me, however, that the 
bill should help to induce both nonprofit plans and commercial insurance com- 
panies to more widespread experimentation in this field. The announced ob- 
jectives of the administration’s and the State’s purposes of the bill lead me to 
believe that the Congress would be well advised to take this first step to encourage 
the voluntary plans to widen the scope of their benefits and their area of cover- 
age. As one who has been interested in the development and one who has been 
interested in the operation of the Hill-Burton bill, it would appear to me that the 
Congress would be well advised to protect the Secretary of Health, Education, and 
Welfare and the insurance carriers by giving the proposed advisory council some 
authority to approve regulations and standards. I make this suggestion for 
amendment which I believe would strengthen the bill and would draw support 
for it from some who might fear that the present wording concentrates too much 
power in one individual. 

Very truly yours, 
Rosin C. BuerKr, M. D., 
Executive Director, Henry Ford Hospital, Detroit, Mich. 


STATEMENT ON H. R. 8356 By AMERICAN ALLIANCE, CHICAGO, ILL, 


The American Mutual Alliance is an association of 113 mutual insurance 
companies. We have an interest in the subject matter of H. R. 8356 because a 
number of our mutual casualty members write accident and health insurance. 
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The stated purposes of H. R. 8356 are laudable in as far as they are addressed 
to the encouragement and stimulation of private initiative in making good and 
comprehensive health services generally accessible on reasonable terms, through 
adequate health service prepayment plans, to the maximum number of people 

Nevertheless, there is no need for a program of Federal reinsurance of accj 
dent and health insurance plans. The amount at risk under most of such plans 
can be assumed readily by the insurers without danger to their financial struc 
ture. In those instances were reinsurance is necessary or desirable, it is pres- 
ently available from private sources. It is therefore entirely unnecessary for 
the Federal Government to be put to the expense which enactment of H. hk 
8356 would involve. While reinsurance operations under the bill are designed 
to be self-sustaining, payment of administrative expenses for the first 5 years 
are to be paid from general revenue. We understand an estimate has been 
made of $1,250,000 for such expenses for the first year. This may well be too low 
initially, and the figure is almost certain to increase for subsequent years. 

We do not think enactment of this measure will accomplish its stated pur 
poses. Voluntary health insurance has had a very rapid growth in recent years 
If this rate of growth continues, and there is no opinion or evidence that it will 
not, nearly all of the country’s population will soon have health insurance 
protection if they are able to pay for it. If they are not, enactment of H. R. 83856 
will not enable them to purchase coverage. Taking care of those who find 
themselves in this unfortunate position is not an insurance problem but one of 
public assistance, which should be dealt with at the local level. For those who 
can purchase coverage, increasingly broad protection is available. Insurers are 
experimenting constantly in new areas. The incentive to do so comes from free 
and active competition among them, and H. R. 8356 is not needed and would not 
serve any useful purpose in this regard. 

Under H. R. 8356 Federal reinsurance of health insurance plans would be 
available only if not obtainable from other sources, Due to the existence of 
private reinsurance facilities to the full extent necessary or desirable, we be- 
lieve the program would not be used to any appreciable degree. We further 
believe that therein lies a real and present danger to private enterprise. Once 
H, R. 8356 is enacted and Federal reinsurance facilities are set up but not used, 
there is a likelihood that an effort would be made to remove the restriction 
against competition with private insurers, Once government is in competition 
with private enterprise, eventual monopoly by it is a threat which cannot be 
disregarded. 

To the extent that Federal reinsurance was availed of, H. R, 8356 would 
put the United States into a new area of the insurance business. Not only does 
H. R. 8356 put the Federal Government into competition with private insurance, 
it also provides for Federal regulation of the latter. In order to qualify a par 
ticular health insurance plan for reinsurance, all details of the contract except 
rates (and including them under certain circumstances) would have to be 
approved by the Secretary. The American Mutual Alliance is of the view that 
the insurance supervisory officials of the respective States are the proper per- 
sons to regulate the writing of insurance. 

The Congress is already on record as stating its general policy that continued 
regulation of the business of insurance by the States is in the public interest. 
Public Law 15 of the 79th Congress, Ist session, enacted in 1945, enunciates this 
policy as follows: 

“The business of insurance, and every person engaged therein, shall be subject 
to the laws of the several States which relate to the regulation or taxatiun of 
such business.” 

That policy should not now be disturbed through the instrumentality of a bill 
which would directly inject regulatory powers of the Federal Government into 
the business of accident and health insurance. 

A further objection t» H. R. 8356 is the broad powers placed by it in the hands 
of the Secretary of Health, Education, and Welfare. While not attempting to 
resolve the question of whether or not the bill is unconstitutional, we believe that 
the authority which it vests in the Secretary is too great. 

In short we believe H. R. 8356 is neither necessary nor desirable legislation. 
We therefore respectfully urge that it not be enacted. 
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STATEMENT oF WINSLOW CARLTON, MepicaL-CareE CONSULTANT 


I am grateful for this opportunity to speak in favor of the principal provisions 
of H, R. 8356. As I read it, the bill would provide a mechanism for Federal 
underwriting, through reinsurance, of experimental health-insurance coverages 
proposed by private carriers, with policy orientation provided by an advisory 
council, This seems to me a desirable addition to the existing system of volun- 
tary health insurance because it would facilitate the development of new forms 
of coverage. 

My name is Winslow Carlton. I am a medical-care consultant with offices 
at 120 Wall Street, New York, N. Y. For 16 years the distribution of health 
services, especially through medical-service plans, has been my principal field of 
work. I have held administrative positions with several nonprofit medical-serv- 
ive plans in New York City, and I am currently chairman of the board of Group 
Health Insurance, Inc., and of Group Health Dental Insurance, Inc., both of 
New York. I am speaking today as an individual, not as the representative of 
these organizations. Five years ago I served as technical consultant on the bill 
entitled “National Health Act of 1949,” which has been reintroduced in each 
subsequent Congress. The original sponsors of the bill were Representatives 
Auchincloss, Case (New Jersey), Hale, Fulton, Herter, Javits, Morton, and Nixon 
in the House; and in the Senate, Senators Flanders and Ives. 

\ quite precise definition of what I mean by “new forms of coverage” is given 

in section 308 of the bill now under consideration. Clause (C) of paragraph 
a) (1), found on page 14, reads in part as follows: “A coverage of benefits or 
services which, either as to type, range, amount, or duration of such benefits or 
services, is not otherwise * * * widely available * * * on an adequate basis.” 
The development of such new coverages is much needed. 

Except for the “catastrophic” or “major illness” type of policy inaugurated 
{ years ago, the scope of American health insurance is scarcely broader today 
than it was a decade ago. The number of people covered has increased three- 
fold but the health services for which they are covered are still largely confined 
to those received in the hospital. I am glad to report that there will shortly 
come into being a prepayment plan for comprehensive dental care, the culmina- 
tion of 6 years of effort. I believe that the time required to set up that pilot 
dental plan would have been at least halved had there been available some 
easonable form of Federal reinsurance. 

Essentially, it is to the nonprofit organizations that we must look for adven- 
turing in health insurance. This is because there are almost always two bene- 
ficiaries, the person who receives care and the person or institution that renders 
the care. Together, they determine to a significant degree when, where, how 
much, and what kind of care is provided. Thus the contingencies covered by 
health insurance are only in part truly “acts of God’’—the hand of man inter- 
venes incessantly and inevitably. The only way to establish and maintain a 
coverable risk under these conditions is to involve at least one, and preferably 
both, of the beneficiaries in the plan in such a way as to reduce, if not altogether . 
to eliminate, the incentive to claim inordinate henefits. As a practical matter, 
only local, nonprofit organizations can work constructively with the providers of 
health services; hence, it is from such organizations that significant new forms 
of coverage are likely to come. 

Nonprofit organizations in this field do not obtain financing easily. Initial 
working capital sufficient to cover the cost of organizing a new plan and selling 
it. is diffenlt enough to get. Capital to underwrite what are necessarily uncer- 
tain risks cannot be secured ; instead, the providers of covered services are asked 
to coinsure new plans by guaranteeing to continue furnishing their services even 
if the plan cannot afford to pay full rates. Such arrangements lie back of vir- 
tually every successful local hospital and medical plan in the country, and it is 
from their experience that the competing plans of standard insurance companies 
have largely sprung. But experimentation would be greatly accelerated and 
enlarged in range if, as proposed in this bill, Federal reinsurance shared in carry- 
ing the secondary risk. 

That, as I see it, is the chief area of usefulness for Federal reinsurance. It 
is conceivable that it might in some instances facilitate the coverage of “classes 
of individuals,” in the language of the bill, “for which protection * * * appears 
to be feasible but is not adequate,” and it might even help bring better coverages 
to some geographic areas not now adequately served. Beyond that, it cannot be 
expected to go. I am sure that the committee already understands that the 
device of reinsurance cannot bring the cost of necessary health services within 
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reach of submarginal income groups or submarginal economic areas, nor can jt 
make normal premiums bear abnormal risks. If these latter objectives are to 
be considered, might I respectfully recommend consideration of the bill entitled 
“National Health Act of 1953” introduced last session by Representatives Hale 
Javits, and Seott (Pennsylvania) ; and by Senators Ives and Flanders? 

But for the useful, though limited, purpose of facilitating experimentation with 
new forms of health-insurance coverage, it seems to me that the present bj 
offers a basically practicable mechanism. There are, however, some provisions 
in the bill which, I think, would reduce the administrator of the reinsurance 
fund to a schizoid state. How can he be expected to accept risks so unknow: 
that commercial reinsurance is not available at viable rates and still make the 
fund self-supporting? I suggest that it would be wiser and more effectiy 
swallow the imputation of subsidy and give the Secretary, on the advise of thy 
advisory council, the right to invest through reinsurance up to $25 million of 
public money in what appears to be potentially fruitful advances in the art of 
voluntary health insurance. It is still a very young art and it has a long way to 
go. It is not susceptible to the kind of treatment effective in well-established 
lines of business. This is not a matter of teasing out large investments of ventur 
capital by underwriting relatively known, marginal risks. The problem rather 
is to find out by trial and error just what the basic risks are and to seek methods 
of operation capable of withstanding the human pulls and hauls intrinsic in 
health care. What we need to encourage is social ventures and social venture 
capital, not for large undertakings in a few places but for many small pilot 
projects in many different places. 

There is, perhaps, one exception among the many areas thus far undeveloped, 
or underdeveloped, by American voluntary health insurance, in which it appears 
necessary to take a large and long-term risk. That is in the extension of pres 
ently held coverages to periods during which the subscribers or policyholders are 
unemployed. It is a substantial weakness in our voluntary system that coverage 
should lapse, either automatically or for lack of money to maintain premium 
payments, at the very moment when the family exchequer stands most in need 
of protection. This is a failing that cannot be rectified without at least Federal 
reinsurance because the cyclical risk is too great for private companies to bear 
alone. In addition, American industry is so dynamic (for which in all respects 
but this, let us give thanks) that I doubt that unemployment rates of the past 
would hold for many industries, much less for individual companies. I make 
no pretence to expertness in unemployment insurance, so I do not venture to 
suggest just how the problem might be handled through a Federal reinsurance 
fund; but I see the need very clearly and therefore would suggest that the very 
first subject to which the proposed advisory council address itself should be the 
extension of existing health-insurance benefits to cover beneficiaries during 
periods of unemployment. And I should like to add this: The terms of refe: 
ence fixed by the act to govern the Secretary’s policy in administering the fund 
should be broad enough to permit him to accept a long-term risk on the scale 
implied by this particular problem. 


RESOLUTION ON H. R. 6949 anv H. R. 8856-8. 3114 


“Whereas Congressman Charles A. Wolverton on January 6, 1954, introduced 
H. R. 6949 which would establish a Federal corporation to reinsure the voluntary 
nonprofit health plans; and 

“Whereas Congressman Charles A. Wolverton and Senator Alexander Smith 
introduced on March 11, 1954, H. R. 8356, and S. 3114 (identical bills) which 
would establish a Federal corporation toe reinsure virtually every type of health 
plan, providing it is based on prepayment ; and 

“Whereas Federal reinsurance would be a form of Federal subsidization of 
the health plans; and 

“Whereas Federal aid, whether termed subsidy or otherwise, according to de- 
eisions of the United States Supreme Court, entails Federal control; and 

“Whereas the voluntary plans of prepayment insurance have been enjoying 
a natural and healthy growth thus making it possible for more and more of 
the citizens to distribute the costs of their medical care through sound, actuaria 
insurance experience ; and 

“Whereas Federal subsidy and control would materially weaken the voluntary 
plans by encouraging actuarially unsound insurance practices and make them, 
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as has happened in other nations, a vehicle for complete socialization of medical 
care; and 

“Whereas H. R. 8356-—S. 3114 establishes in the Secretary of Health, Educa- 
tion, and Welfare far too much authority without provision of adequate safe- 
guards ; and 

“Whereas H. R. 8356-8. 3114 affords no freedom of action to participating 
carriers or those who would render the benefits to policyholders; and 

“Whereas these bills advocate unsound experimental! practices which threaten 
the eventual deterioration of services paid for by the policyholder; and 

“Whereas these bills propose unsound financial practices which place non 
participating carriers in competition with unlimited Government resources and 
presage eventual bankruptcy for participating carriers; and 

“Whereas the ultimate results must be compulsory health insurance, the dis 
appearance of all private health-insurance companies and an ever-increasing 
tax burden: Therefore be it 

“Resolved, That the members of the Tarrant County Medical Society in regular 
meeting assembled this 6th day of April, 1954, oppose the passage of H. R. 6949, 
H. R. 8356, 8. 3114, and all similar legislation which proposes Federal reinsur- 
ance or direct Federal subsidization of the voluntary and private health plans; 
be it further 

“Resolved, That the legislative committee of this society be directed to utilize 
all legitimate means to defeat legislation which proposes to subsidize and control 
the voluntary nonprofit prepayment and private health plans, and that the Presi- 
dent of the United States, all Members of Congress from Texas, all members of 
the House Interstate and Foreign Commerce Committee, and the Senate Com- 
mittee on Labor and Public Welfare, all officers of the American Medical Associa- 
tion, all State medical societies, all Texas county medical societies be informed 
of this society’s position of support for unsubsidized health plans and unalterable 
opposition to subsidized and controlled health plans.” 


CERTIFICATION 


I, the undersigned, hereby certify that the above is a true and correct copy 
of the resolution adopted by the Tarrant County Medical Society, a membership 
of over 400, at its regular meeting held at Fort Worth, Tex., on the 6th day of 
April, 1954. 

S. W. Wiison, M. D., 
Secretary. 


STATEMENT OF THE PHYSICIANS Forum, INC., By ALLAN M. Burier, M. D., 
PROFESSOR OF PEDIATRICS, HARVARD UNIVERSITY, VICE CHAIRMAN OF THE 
PHYSICIANS ForuM, SUBMITTED APRIL 8, 1954 


I have been asked to present the views of the Physicians Forum on H. R. 8356, 
the health-reinsurance bill. Ours is a national organization of physicians in 
existence more than 15 years, all of whom are members either of their local 
medical societies or of the American Medical Association. 

We are a nonprofit, educational body which has, since its founding in 1939, 
concerned itself with the seeking of the extension and improvement of medical 
care and the encouragement of new methods and techniques to achieve this end. 

An expanded and integrated national health program has been a longfelt need. 
There are many deficiencies in existing health services which bring great hard- 
ship—indeed, at times, ruin—to scores of individuals and even large segments 
of the population. A full description of these facts is included in the authorita- 
tive report of the President’s Commission on the Health Needs of the Nation.’ 

The American people have become increasingly aware that these deficiencies 
can be remedied—they need not be tolerated indefinitely. Sound corrective 
measures have been proposed over the years by the Physicians Forum, as well 
as many consumer and labor organizations and several national committees and 
conferences, whose sole task was to study the health problems of the Nation. 

The most recent of these, the President’s Commission just mentioned, made 
a series of important proposals, most of them requiring Federal action. It is 
difficult to understand why the present Federal administration has chosen to 
ignore the well-justified and thoughtful proposals of this group of distinguished 
citizens. 


1 President's Commission on the Health Needs of the Nation: Building America’s Health, 
Washington: U. S. Government Printing Office, 1953. In 5 volumes. 


46789—54——_29 
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Although Federal participation in all areas of health services is essential for 
meeting the country’s health needs, there is one crucial area which the Federa) 
Government has found most difficult to approach. This is the area of the 
financing of personal health services. Most of this statement will, therefore, 
be devoted to this problem, and particularly the proposed measures for solving it. 

The President’s Commission was unanimous in the finding that present prepay 
ment plans “have not yet proven their ability to meet fully the need for prepaid 
personal health services.”* The factual and rational basis for this finding is 
presented so well in the report that there is no need to mention it here. How 
ever, it is of interest to mention a few subsequent items which further strengthen 
the economic basis of this statement: 

1. A recently published survey made by the University of Michigan Survey 
Center for the Federal Reserve Board showed that nearly one-third of the 15 
million families in which the head of the family is less than 45 years of age and 
where the children are under 18 owe medical bills.’ 

2. A survey by the University of Chicago National Opinion Research Center 
for the Health Information Foundation showed that 8 million families, or 16 per- 
cent of the country’s total, went into debt because of the costs of illness.‘ 

Despite the shortcomings of present prepayment plans, the President’s Com- 
mission, like all preceding major national studies and conferences, recommended 
that “the principle of prepaid health services be accepted as the most feasible 
method of financing the cost of medical care.”* This is spelled out to mean that 
prepayment plans should “provide protection to the total gainfully employed 
population and their dependents.” * The Physicians Forum has and still strongly 
endorsed this view in concert with all major consumer and union groups. 

To many it might seem unnecessary to stress this principle, but it must be 
clearly understood in order to interpret the do-nothing approach of the American 
Medical Association. Despite its protestations, the AMA does not believe in this 
principle. Although there is much evidence to establish this contention, the 
recent testimony of the AMA before the House Commerce Committee is sufficiently 
clear. 

First, the AMA states its opposition to the principle of comprehensive service : 
“The promotion of the benefits that are comprehensive is not sound because it is 
the need for protection against the financial impact of truly major sickness or 
injury that must be emphasized.” Second, it states its opposition to the prin- 
ciple of prepayment for the low-income groups, the so-called medically indigent : 
“When illness occurs, they require aid by direct payment of their health costs 
from local and State funds.” In other words, these groups should be covered by 
an out-and-out charity program.® 

It is interesting to contrast this stubbornly held view with that of Dr. Chester 
S. Keefer, special assistant on medical affairs to the Secretary. of Health, Educa- 
tion, and Welfare, in a speech last month to the Medical Society of New York 
County: 

“Private voluntary health insurance efforts provide another significant means 
of meeting the costs of medical care. These programs must be extended in cover- 
age and range of services, however, if they are to bring a high quality of medical 
care within the purchasing power of all families in the United States. 

“They wili also have to provide opportunities for individuals as well as group 
enrollment. They will have to place greater emphasis on preventive and diag- 
nostic services than is typical of most existing programs, and they must pro- 
vide for inclusion of services by physicians, nurses, and rehabilitation teams in 
the home of the patient.” ’ 

It is clear to most informed persons, except for AMA officials, that existing 
prepayment plans by themselves cannot fully meet the need for prepaid personal 
health services—that is, a Federal program is essential to meet this need. This 
position, long held by the Physicians Forum, is also enunciated by the President's 
Commission on the Health Needs of the Nation, as follows: 

“If all our people are to receive high quality personal health services, Govern- 
ment must develop a suitable mechanism, at least for those with low incomes. 


2 President’s Commission, op. cit., p. 44. 

8 Study of Medical Debt, Public Health Beonomics, 10 : 160 (March) 1958. 

‘Health Information Foundation: National Consumer Survey of Medical Costs and 
Voluntary Health Insurance, summary report No. 4, p. 83, New York: The Foundation, 1954. 

5 President's Commission, op. cit., p. 47. 

* Walter B. Martin, M. D., Statement of the American Medical Association to the Com- 
mittee on Interstate and Foreign Commerce, special report of the Washington office, 
AMA, January 29, 1954, pp. 8—9. 

7 Chester 8S. Keefer, M. D., The Medical Profession and Public Health Problems: Bulletin 
of the New York Academy of Medicine, to be published. 
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it must finance it wholly for some, and probably in part for others. This 
mechanism should enmrbody the cooperative effort of local, State, and Federal 
Government.” * 

The first major proposal establishing a Federal mechanism for extending 
prepaid personal health services to the majority of the people, particularly the 
ow-income groups, was made in 1938 by the President’s Interdepartmental Com- 
mittee To Coordinate Health and Welfare Activities.’ This was the basis for 
Senator Wagner’s National Health Act of 19839 which included Federal grants- 
n-aid to the States for general medical care. 

In subsequent years a number of other Federal mechanisms have been pro- 
posed. The President’s Commission considered them all and recommended two; 
President Eisenhower recently advocated a third. 

In evaluating these various proposals, the Physicians Forum has judged them 
mn the basis of the extent to which they contribute to the development of prepaid 
yersonal health services which are: 

1. Comprehensive in scope, emphasizing health maintenance and early detec- 
tion of disease—not limited to catastrophic illness ; 

2. Within the economic reach of the total gainfully employed population and 
their dependents, particularly those in the middle and lower income groups—-this 
generally means the employee himself can afford only part of the cost; 

3. Responsible to the recipients by affording their representatives adequate 
participation in policymaking ; 

4. Part of a pattern of medical care encouraging high quality and maximum 
efficiency—for physician services this means an orientation toward the group 
practice of medicine. 

Although these yardsticks are based on long-standing policy of the Physicians 
Forum, it is worth emphasizing that they are neither original nor exclusive with 
our organization. Similar principles can be found in the report of the New 
York Academy of Medicine’s committee on medicine and the changing order; “ 
the report of the National Health Assembly; “ and most recently, the report of 
the President’s Commission on the Health Needs of the Nation.’ 

The first Federal mechanism recommended by the President’s Commission 
(and recommended unanimously) was the addition of personal-health-service 
benefits to the old-age and survivors insurance system, the existing Federal 
social-security program.” The Physicians Forum strongly endorses the principle 
of this recommendation. It is also endorsed by the Commission on Fnancing 
of Hospital Care in their report just published.” 

Desirable features for legislation to accomplish this recommendation are 
contained in a number of existing acts of Congress and bills before this Congress. 
Among such features are methods for participation and payment of physicians, 
hospitals, and nonprofit prepayment health plans; decentralization of admin- 
istration; protection of professional rights and responsibilities; the use of 
policymaking committees properly representive of both those persons eligible 
for the health benefits and of those providing them; and the encouragement of 
preventive medicine and the coordination of physicians with each other and with 
other health services (see particularly S. 1153 and H. R. 1817). 

The only legislation before Congress along the lines of this recommendation 
is H. R. 8, introduced by Representative Dingell, of Michigan. This provides 
hospitalization benefits for heneficiaries of the national system of old-age and 
survivors insurance. We believe that the provision of hospitalization benefits 
by themselves is inadequate from both professional and economic points of view. 
However, we recognize that H. R. 8 would be relatively easy to carry out and 
would meet a major need of an important group of the low-income population—a 
group which otherwise could not obtain prepaid hospitalization. For these 
reasons we favor H.R. 8, but only as an interim measure. 


* President’s Commission, op. cit.., 

* Interdepartmental Committee To Coordin: ite Health and Welfare Activities: The Need 
for a Natural Health Program. Report of the Technical Committee on Medical Care 
Washington: U. 8. Government Printing Office, 1938 

”™New York Academy of Medicine, committee on medicine and the changing order 
Medicine and the Changing Order, New York: The Commonwealth Fund. 1947, PR 25-227 

41 National Health Assembly: America’s Health: A Report to the Nation. ‘ew York 
Harper & Bros., 1949, pp. 221- 223 

2 President’s Commission, op. “eit., 

13 Commission on the vuenees of Ficenital Care: Financing Hospital Care in the United 
States: Recommendations, p. 31-3 
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The second Federal mechanism recommended by the President’s Commission, 
although not unanimously, was a program of Federal grants-in-aid to the States.” 
These would be for assisting the States to make personal-health services avail- 
able to the general population, including the indigent, through prepayment plans 
established for this purpose. The dissent of the labor and consumer representa- 
tives on the Commission was based on their objection to allowing participation in 
the program to the option of each State. 

The only legislation before Congress along these lines, although antedating 
the President’s Commission, is the Flanders-Ives bill, 8. 1153 (and its companion 
bills H. R. 8582 and H. R. 3586). The Physicians Forum is in full sympathy 
with many important features of this bill, among them the limitation of Federal 
aid to prepayment plans which are nonprofit and consumer controlled, which 
have premiums scaled to the subscribers income and which function as part of 
a coordinated district health service system. However, these and other stipu- 
lations are such that only a few existing plans could possibly meet them and 
many of the other plans would not be be able or inclined to reorganize themselves 
so as to qualify for Federal assistance. We, therefore, favor S. 1153 for the 
support it would provide to desirable types of prepayment plans but seriously 
doubt that it could accomplish its objective of making such plans generally 
available. 

President Eisenhower and Mr. Wolverton, chairman of the House Commerce 
Committee, have advocated the establishment of a Federal reinsurance corpora- 
tion. Mr. Wolverton’s proposals are contained in H. R. 6949, which he intro- 
duced on January 8, 1954; this is similar to a bill he introduced in June 1950 
which received little attention at that time. The President proposed a reinsur- 
ance program in his health message to Congress on January 18." Its legislative 
embodiment, S. 3114, is sponsored by a group of Republican Senators including 
Smith, Ives, Flanders, Ferguson, and Saltonstall. 

A major weakness of even the best hospital prepayment plans is that they 
freauently cut off benefits for illnesses requiring prolonged periods of hospital- 
ization. Reinsurance would help remove this weakness of hospital prepayment 
plans. However, the relation of this deficiency to the country’s health needs 
should be kept clearly in focus: 

1. Hospital costs comprise only about 20 percent of money people pay for 
medical care.” 

2. Hospitalization plans, particularly Blue Cross plans, already cover a sizable 
portion of the bospital costs of insured families and their deficiencies in coverage 
are principally due to limited allowances for covered periods of hospitalization, 
not to the expiration of benefits.” 

3. Despite the expressed objectives to the contrary, we cannot see how any 
self-sustaining reinsurance fund can extend prepaid health services to people 
who are not covered now because they cannot afford to pay the actual cost of the 
insurance premiums, Reinsurance would, in general, apply only to those already 
covered by prepaid hospital care. 

A major weakness of most prepayment plans for physician services is the 
limited range of benefits provided. However, the important limitations are not 
of the kind which would be corrected by reinsurance. In fact, the emphasis 
in the prevailing type of plan is already on surgery and hospitalized illness; 
their weakness is their exclusion of care of minor illness, diagnostic services for 
ambulatory patients and health examinations and other preventive services. 
These latter services cannot be included by use of a reinsurance system. On the 
other hand, reinsurance would reinforce existing undesirable features of the 
prevailing type of physician service plan; namely, thé provision of benefits (a) 
limited to in-hospital care; (b) of specified quantities unrelated to medical need ; 
and (c) in the form of cash indemnities. 

For these reasons, the Physician Forum supports the principle of Federal 
reinsurance only as it applies to the prepayment of hospital services but recog- 
nizes that it would help meet only a small portion of tlie peoples’ need for prepaid 
comprehensive personal health services. 


12 ae Eisenhower’s health message to Congress, New York Times, January 19, 
954. p. 16. 

%* Health Information Foundation, op. cit. Summary report No. 2, p. 8: U. 8. Senate 
Committee on Labor and Public Welfare: Health Insurance Plans in the United States, 
Washington: U. S. Government Printing Office, 1951, pp. 79-81. 

% Health Information Foundation, op. cit. Summary report No, 2, p. 11; U. 8. Senate 
Committee on Labor and Public Welfare, op. cit., pp. 71-75. 
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In view of this position, we cannot favor either H. R. 6949 or S. 3114 unless 
considerably modified. In addition, a few other points about these bills are 
sufficiently important to warrant comment. 

H. R. 6949 requires that participating prepayment plans meet a number of con- 
ditions such as a sliding scale of premium structure, the provision of specified 
physician benefits and the contribution by a patient toward his daily hospital 
charge. We believe these rigid requirements, if accepted, would standardize pre- 
payment plans in many undesirable ways. Moreover, we believe that most plans 
cannot or would not accept such conditions or participation. Our belief that this 
proposal is completely unfeasible is supported by the overt or implied opposition 
to it by spokesmen of all existing types of prepayment plans.” 

S. 3114 suffers from somewhat the opposite kind of defect—an almost complete 
lack of definition of what would be done except for the vaguest generalities. The 
formulation of the program would, in all major essentials, be the responsibility of 
the Secretary of the Department of Health, Education, and Welfare. We believe 
it is the responsibility of the Congress to provide the administrator of a Federal 
program with a clear statement of the objectives and the guiding principles. 

This problem is intensified in this bill by the apparent conflict in the generali- 
ties as now stated: 

“In the fixing of premium rates (for the reinsurance the participating plans 
would purchase) regard shall be had to the objective of, on the one hand, making 
the reinsurance program self-sustaining over a reasonable term and, on the other 
hand, stimulating and encouraging plans which will promote the purposes and 
objectives” specified as extending coverage to new “classes of individuals,” and 
to “new communities or areas,” and to new “benefits and services.” * The deter- 
ring factor to extending coverage is not the fear of incurring ‘abnormal losses 
and those in excess of anticipations” ” for which the administration’s proposal is 
designed but the inability of major segments of the population to meet out of their 
own resources and on a prepaid basis, the known and anticipated costs of compre- 
hensive medical care. 

We also wish to record our emphatic opposition to the inclusion of private in- 
surance companies in the program. We believe that the Federal Government 
should maintain its past policy of providing assistance in the health field to non- 
protit organizations only. We believe that the Federal Government should not 
aid organizations where the health needs of the people can come in conflict with 
profit-making motives. 

Two other pertinent proposals are receiving consideration by the Congress. 
One would establish a Federal long-term, low-interest loan program for the con- 
struction and equipping of facilities for nonprofit consumer controlled prepay- 
ment health plans. This proposal has been introduced into the Congress for 
a number of years by Senator Humphrey and in this session has also been in- 
troduced by Congressman Hagen and Wolverton: S. 1052 and H. R. 4593 and 
H. R. 6950. The second proposal would provide Federal mortgage insurance of 
private loans for the construction and equipping of facilities for group practice 
prepayment health plans. The most recent version of this proposal, H. R. 7700 
is also sponsored by Mr. Wolverton. He has acknowledged the personal assist- 
ance of Henry J. Kaiser in redrafting this legislation, originally one of the four 
bills he introduced in January. 

The Physicians Forum favors the adoption of both these bills as they would 
be an important stimulus to prepayment plans which, based on group practice, 
could provide comprehensive service benefits efficiently and economically. It is 
clear, however, that these proposals are not designed to meet the economic prob- 
lem of financing prepaid health care for the large number of people not now 
eovered. 

The Physicians Forum recognizes the good intentions and desirable elements 
in a number of the more recently proposed Federal mechanisms for extending 
prepaid personal health services. However, we do not see how any one of them 
or a combination of them can effectively meet the health needs of the American 
people. We must, therefore, endorse our previous position that a universal pro- 
gram of prepaid personal health services as outlined in title VII of H. R. 1817 
intreduced by Mr. Dingell is essential. 


% Washington Report on the Medical Sciences, Nos. 345, 346, and 354; The AMA 
Washington Letter, Nos. 56 and 57. 

#8. 3114, 82d Cong., 2d sess., pp. 26—27. 

*”U. S. Department of Health, Education, and Welfare, quoted in AMA Washington 
Newsletter No. 62, March 12, 1954, p. 3. 
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Detailed reasons for supporting this Federal mechanism are contained in pas 
policy statements and in testimony to congressional committees over the pas! 
decade. As these reasons are still valid, only a brief summary of them will be i: 
cluded here. 

The Physicians Forum favors the prepayment of personal health services 
through social-security contributions earmarked for this purpose. This broad 
base assures that sufficient money will be available to cover the cost of required 
medical eare at all times for covered persons. This also makes it possible for 
each worker’s contribution to be proportionate to his ability to pay. The genera 
plan of administration assures decentralization and flexibility while, at the same 
time, maintaining adequate standards and promoting continuous improvement 
in the quality of care. The provision of comprehensive benefits will remove the 
economic barriers in doctor-patient relationships and make available for the 
first time to most people preventive medical services. The bill makes specia! 
provisions for group practice, which, where utilized, would offer importan: 
advantages to the recipients, more efficient, better integrated, and generall) 
higher quality health services, and to the physicians increased professional satis 
factions, greater financial security, and a more orderly mode of living. 

A universal program of prepaid personal health services will be most effective 
as a part of a comprehensive Federal approach to all major aspects of the coun 
try’s health problems. The President’s Commission on the Health Needs of the 
Nation has made a number of recommendations in all these areas. The Physi- 
cians Forum has advocated similar proposals for many years, and again would 
like to emphasize their importance, in particular the expansion of the Hill 
Burton hospital-construction program, increased Federal support of medical 
research and public health activities, and establishment of a Federal-aid program 
in the field of education of health personnel. 

Only legislation embodying all these proposals can make possible an expanded 
and integrated national health program—-one which will mobilize all the Nation’s 
health resources and truly meet the health needs of the American people. The 
Physicians Forum sincerely urges the Congress to take bold and prompt action 
in accordance with the principles stated in order to conserve and improve the 
Nation’s most priceless asset—the health of its people. 

History.—The Physicians Forum was first organized here in New York County 
in 1939 by a group of prominent physicians, all members of the county medica) 
society. They met informally to discuss matters of general socialogical-medica) 
interest, particularly methods of improving medical care. In January of 1941, 
it was established officially by the election of Officers and the adoption of a 
constitution and bylaws. Its members were in agreement on two fundementa! 
propositions: Firet. the general public demands more and better health services 
but, on the whole, is unable to purchase them on an individual basis. Second, 
a well-planned program of medical care would benefit the public and contribute 
to the economic stability of the physician. At this time, membership in the 
forum was open only to members of the Medical Society of the County of New 
York, though its forums were open to the profession and to the general public. 

The organization made a study of postwar medical-care needs and presented 
their conclusions to the Senate. These activities established its national repu 
taiton and, because many doctors outside of New Yerk wished to participate, 
it became a national body and was incorporated under the laws of New York 
State. It has functioned nationally since that time, often being called upon by 
legislative bodies for its views and recommendations on health proposals. 

Structure.—The forum is headed by national officers and members of its 
board of directors, elected by secret ballot annually. These names appear on 
this letter head. There are chapters in Chicago, Boston, New York County, 
Kings County, and Queens County, and loose-knit groups in Los Anegels, San 
Francisco, and Washington, D. C. There are also members-at-large where no 
chapters exist. At the present time, there are approximately 1,000 members in 
80 States, all of whom are members either of their local medical societies or of 
the National Medical Association (the national medical society of Negro doctors, 
many of whom are denied membership in the American Medical Association by 
reason of their being barred from their county units beeause of his race). 





HEALTH REINSURANCE LEGISLATION 447 


Preas Revease or May 17, 1954, sy James C. Hagerty, Press SecrerTary TO THI 
PRESIDENT 


THe Wuite Hovse. 

At the invitation of the President, 17 officials of life insurance companies 
attended a luncheon conference at the White House today to discuss the admin- 
istration’s pending legislative proposal to establish health reinsurance facilities 
as a function of the Department of Health, Education, and Welfare. Secretary 
Hobby and other officials of the Department were also present at the luncheon. 

At the conclusion of the conference, the life insurance company representatives 
issued the following statement : 

“During our conference with the President there was a general expression on 
the part of the life insurance company representatives who were present favoring 
the general objectives of the bill. We believe the measure is directed toward 
encouraging and stimulating still further the development and expansion of 
health insurance services and coverage for the American public through yoluntary 
plans. There was discussion at the conference as to how the bill may be im 
proved. The plan includes many sound insurance principles. We feel that pro 
vision in the bill dealing with the utilization of State insurance departments 
under the plan may be further strengthened in order that they may be used to 
the maximum extent and that the system of State supervision of insurance 
should not be limited by Federal activity in any field.” 

Present at the conference were: 


Horace W. Brower, president, Occidental Life Insurance Co., Los Angeles, Calif. 

Asa V. Call, president, Pacific Mutual Life Insurance Co., Los Angeles, Calif. 

Paul F. Clark, president, John Hancock Mutual Life Insurance Co., Boston, Mass. 

Frederick W. Ecker, president, Metropolitan Life Insurance Co., New York City 

Louis W. Dawson, president, Mutual Life Insurance Co., New York City 

W. T. Grant, chairman, Business Men’s Assurance (Co. of America, Kansas City, 
Mo. 

S. J. Hay, president, Great National Life Insurance Co., Dallas, Tex. 

Ralph R. Lounsbury, president, Bankers National Life Insurance Co., Montclair, 
N, J. 

Ray D. Murphy, president, Equitable Life Assurance Society of the United States, 
New York City 

Powell B. McHaney, president, General American Life Insurance Co., St. Louis, 
Mo. 

Clarence J. Myers, president, New York Life Insurance Co., New York City 

Adlai H. Rust, chairman of the board, State Farm Life Insurance Co., Blooming- 
ton, DL. 

Eldon Stevenson, Jr., president, National Life & Accident Insurance Co., Nash- 
ville, Tenn. 

Carroll M. Shanks, president, Prudential Insurance Co., of America, Newark, 
N, J. 

Frazar B. Wilde, president, Connecticut General Life Insurance Co., Hartford, 
Conn. 

Claris Adams, executive vice president and general counsel, American Life Con 
vention, Washington, D. C. 

Eugene M. Thore, general counsel, Life Insurance Association of America, New 
York 


——_— 


JoHN Hancock MuTUAL LiFe INSURANCE Co., 
Boston, Mass., June 10, 1954. 
Re Administration Health Reinsurance Plan, 8. 3114 and H. R. 8356 
Hon. CHarRtes A. WOLVERTON, 


Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. 0. 


My Dear ConGRessMAN WOLVERTON: We in this company thought that your 
committee might be interested in our position on the administration’s reinsurance 
legislation. 

On May 17, 1954, I joined with other life insurance people, after the White 
House conference, in favoring the general objectives of this proposed legislation. 
In subsequent correspondence with the White House and at the request of the 
administration, I pointed out two areas in which the bills could be improved. 
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First, a provision should be inserted that stated nothing in the bill should 
limit the jurisdiction of any State cr of its supervisory officials over insurance ; 
and, second, it should be made clear that the legislation in no way contemplated 
the further introduction of the Federal Government in the insurance business, 
even inadvertently. 

Since then we have had the opportunity of examining the modifications sug- 
gested by the Department of Health, Education, and Welfare and I am happy to 
say that these specific points have been adequately covered. It is our belief 
that life insurance companies can find in this legislation assistance for their 
efforts to extend this coverage. 

Accordingly, this company wholeheartedly supports the bill to implement the 
administration’s reinsurance legislation. 

Sincerely yours, 
PAUL F. CiarK, President. 


CONNECTICUT GENERAL LIFE INSURANCE Co., 
Hartford, Conn., June 18, 1954. 
Hon. CHartes A, WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House Office Building, Washington, D. C. 


DEAR CONGRESSMAN WOLVERTON: The county and the insurance industry would 
be well served, in my opinion, if your committee reports out favorably the 
administration health reinsurance plan, H. R. 8356. 

The subject has had a good deal of study by my associates and we are satisfied 
that this would be constructive legislation. In addition, it would have the virtue 
of reaffirming the soundness and desirability of State regulation of insurance as 
national policy. 

Some have stated that the reinsurance authorized by the bill would be little 
used. This is a premature judgment and one not possible of advance deter- 
mination. The probability is strong that if this legislation is passed by the 
Congress, it will be used and will be useful to the country. 

Thank you for your consideration of this recommendation. 

Sincerely, 
FrAzar B, WiLve, President. 


STATE OF NEw HAMPSHIRE, 
INSURANCE DEPARTMENT, 
State House Anneaz, Concord, June 17, 1954. 
Hon. CHARLES A. WOLVERTON, 
Chairman, House Committee on Interstate and Foreign Commerce, 
House of Representatives, Washington, D. C. 

My DEAR CONGRESSMAN WOLVERTON: In compliance with the action taken by 
the National Association of Insurance Commissioners at its annual meeting held 
in Detroit, Mich., June 7 to 11, 1954, I am transmitting to you a copy of a 
resolution passed by the association on June 11, 1954, in connection with H. R. 
8356 dealing with voluntary health reinsurance plans. 

Respectfully yours, 
DONALD KNOWLTON, 
Insurance Commissioner, State of New Hampshire; President, National 
Association of Insurance Commissioners. 


RESOLUTION or NATIONAL ASSOCIATION OF INSURANCE COMMISSIONERS 


“Whereas the executive committee of the National Association of Insurance 
Commissioners on April 6, 1954, adopted a resolution approving as being meri- 
torious and in the public interest the avowed and declared objective of improv- 
ing the public health in the Nation but opposing the enactment of H. R. 8356 
and S. 3114 (88d Cong., 2d sess:) in the form introduced in Congress and copies 
of such resolution were transmitted to the congressional committees considering 
such legislation; and 

“Whereas since that time officials of the United States Department of Health, 
Education, and Welfare and interested members of this association have, in a 
cooperative effort, discussed changes in the bills to the end that objections there- 
to might be met; and 
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“Whereas certain definite amendments have been proposed which furnish 
further guaranties against Federal regulation of insurance to which regulation 
all parties are opposed and officials of the United States Department of Health, 
Education, and Welfare have agreed to consider other changes which further 
study of the bill may disclose to be desirable; and 

“Whereas this association desires to cooperate further to the end that all 
practical measures for expanding the voluntary health system of this Nation, 
consistent with the existing pattern of free enterprise and of State regulation 
be adopted: Now, therefore, be it 

“Resolved, That in accordance with this resolution, the president of this 
association is authorized to appoint a special committee consisting of five mem- 
bers of the association to work with the United States Department of Health, 
Education, and Welfare and appropriate committees of Congress and the insur- 
ance industry, to accomplish the ends sought by this resolution with power to 
suggest and approve amendments to legislation now pending in Congress and 
to approve such amended legislation subject to ratification by the association. 

“(a) The president of this association is authorized to transmit copies of this 
resolution to the interested committees of Congress and the Department of 
Health, Education, and Welfare.” 

Passed June 11, 1954, by the National Association of Insurance Commissioners 
at its 85th annual meeting in Detroit, Mich. 


BLUE SHIELD MEDICAL CARE PLANS, 
Chicago 11, IU., April 15, 1954. 
Hon, CHARLES A. WOLVERTON, 
Chairman, Committee on Interstate and Foreign Commerce, 
Room 1834, House Office Building, Washington, D. C. 
Dear Mr. Wotverton: The following tables are enclosed : 
(1) Distribution of membership in Blue Shield Medical Care Plans by sub 
seribers and dependents, 1950-53, by States; 
2) Blue Shield Plans classified by method of providing benefits, 1950—53 ; 
(3) Distribution of Blue Shield enrollment by type of contract, 1950—53 ; 
(4) Distribution of membership in Blue Shield plans, by sex, 1952 (by States) ; 
(5) Distribution of membership in nonmember plans of Blue Shield, by sub- 
scribers and dependents, 1950, by States. 
We do not have a record of membership in nonmember plans since 1950. If we 
ean be of further assistance please call on us. 
Sincerely, 
CourTNEY H. TABER, 
Manager, Research Division, 


Distribution of membership in nonmember plans of Blue Shield, by subscribers 
and dependents, 1950, by State 


State Subscriber Dependents Total 


California__.. , 182, 132 226, 7: 408, 870 
Connecticut Sane eine a 175, 364 ‘ 9% 402, 285 
Louisiana taietaansh adic estas ‘ 40, 809 55, 856 96, 665 
New Mexico.........- ‘ dt ae : aul 6, 950 .§ 18, 904 
New York ae aoe a ie RS 3, 838 57, 358 | 101, 196 
North Onrelina...............- , 649 : 220, 999 
Ohio. ee oe i | 7,068 | : ¢ 250, 457 
Oregon. . . ae 27, 667 36, 2 | 63, 877 
Rhode Island : ce 167 | 34, 295 112, 462 
Washington_-_--..-- ig ce 96, 668 , 960 | 1 341, 628 


é . 917,312 . , 031 2, 017, 343 


Does not include 154,000 welfare members. Distribution between subscribers and dependents not 
available. 
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Distribution of membership in Blue Shield plans, by sex, 1952 (by States) * 


Male Female Children 


i 

| 

| 
Arizona......... : saneunh eee erenenl 300, 520 329, 601 
Arkansas... __. . :; 310, 221 | 377, 252 
Colorado... ....-- : bow : .| 1,078,477 | ‘1, 283, 282 
Connecticut... _. - i whine downtests i i 2, 191, 321 | 2, 521, 416 
Delaware -- amine ‘\ nen 669, 570 732, 805 
District of Columbia 1, 246, 538 1, 638, 357 
Florida... _... J d 826, 202 987, 026 
Georgia._..._. be . : ioe 4 — 101, 960 116, 839 
Iilinois........ . ‘ a . — 3, 000, 545 | 3, 397, 652 
Indiana... _- : aie ea ae 2, 915, 974 3, 223, 458 
Iowa........ “ ‘ peda bodebe inal ‘ 1, 276, 520 | 1, 483, 696 
Kansas... . a ie wthietsaney alll 998, 743 1, 174, 931 
Kentucky ees $ 862, 110 969, 679 
Maryland_... ; . 746, 386 744, 658 
Michigan. _..._. iwe é be | 9, 401, 005 | 9, 746, 137 
Minnesota____- ‘ wticiliaiaibiads sistilicbiindint 1, 885, 114 
Mississippi. . .. ‘ we j pctendinleien oaeralh : c 604, 470 
Missouri... _. - ; ; ; ; 3 2, 982, 147 
Montana ‘ : il 335, 657 
Nebraska................. iindee th Sirti: &tedthie iiindincninamal 673, 398 
New Hampshire oes ete mai 1, 481, 818 
New York * ‘ . 6 i ‘ suatulee ; I 14, 019, 744 
North Dakota : dasdilenenideniaaae 129, 546 | 222, 344 
Ghio : ‘ : fiend eeawse 5, 001, 861 5,3 4, 713, 973 
Oklahoma. ._..... dicen vila mdiidtvewadsiaaul 925, 981 , 067, 1, 278, 025 
Oregon. : " dont Limbhebtiiieidn cea kiabs ‘ 3 336, 097 | $151, 007 
Pennsylvania._._..... : te 7, 984, 419 | . . 7,202, 459 

Je : acheeas | 683, 888 786, 304 767, 457 

et ik epmiesichnidinntinnn ab aie asdinwwat | % 1,853,048 § 2, 322, 639 
nntbes eniie whe wbetinds- wits welll | 333, 138 
Tene ee asia ietee ane Nias ail .| , 097, 31, 140, 108 
West Virginia : 
en wisainbvonnihs 
W yoming......... ss 


eee hs bi il 78, 328,871 | 69, 441, 30 





! Based on average membership for the year. Distribution between medical and surgical coverage not 
available. 

? Includes children for 1 plan. 

3 Data for 1 plan only. 

‘ Includes data for 7 plans. 
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TaBLe 8.—Blue Shield plans classified by method of providing benefits, 1950-35 


ieee Service : 
Service only “— = Indemnity only 
’ Total 


plans 


Percent | Plans | Percent Plans Percent 


i 
| —--— 
38 58 22 | 33 | 66 
42 60 22 : 70 
45 64 19 ‘ 70 
43 64 19 68 





9.—Distribution of Blue Shield enrollment, by type of contract, 1950-53 


| Percent] 


Service Service and | Indemnity 
only indemnity | only 


2 | 


1 
1 | 
1 
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